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INTRODUCTION 


TWs is the fourteenth volume of Research in Corporate Social Performance 
and Policy, The series began in the 1970s, an outgrowth of the vision and early 
collaboration of the late Raymond Bauer of the Harvard Business School, and 
Lee E. Preston, of the University of Maryland, the founding editor of this series. 
J AI Press’ unstinting commitment to the development of high-quality research 
volumes, destined for both the personal libraries of practicing scholars in the 
field and the research libraries of academic institutions, has made possible the 
sharing of research studies by more than 100 scholars in the business and society 
field over the life of the series. 

Academicians owe JAI Press a debt of gratitude for staying the publisher’s 
course, even in the face of university budget reductions that have eviscerated 
funding for current publications in recent years. 

The existence of a high-quality ‘‘journal of record” is essential to the 
development of academic fields of study. Such publications are part of the 
institutional framework that facilitates the sharing of scholarly ideas, the 
replication and testing of others’ theories, and the advancement of 
understanding. There is a practical value to such publications as well: those 
who read the papers, even many years later, can more fully comprehend the 
paths taken, and not taken, that have guided the debate and decisions about 
pressing issues of the time. History does teach, and journals such as this one 
are invaluable if we are to understand Clio’s lessons. 


IX 
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INTRODUCTION 


HJULIC AFFAIRS AND immCAL ACTION 

This volume features a collection of papers that address the world of public 
affairs and corporate political action at the national and international levels. 
This is surely one of the first books published to include such a variety of papers 
discussing original research on international business-government relations 
and public affairs management. 

Kathleen Rehbein and Stephanie Ann Lenway have studied the factors that 
determine success and failure in International Trade Commission ‘‘escape 
clause” investigations. Their conclusion is, in part, that a set of structural and 
behavioral influences are at work and help predict TTC outcomes. A similar 
mix of structural and behavioral influences are at work in understanding the 
way in which the international ozone protection policy was worked out, 
according to author Kathleen Getz. Her study of corporate political tactics 
r^xamines the strength and the limitations of thinking about political action 
in terms of principal-agent relationships. 

Political scientist Cathi Martin has previously written on tax reform 
legislation as an arena in which corporate and other interests and ideologies 
are adjusted. Her paper derives a number of lessons from the history of the 
1986 tax reform act. At a time when President Clinton’s approach to tax reform 
is just beginning its predictably tortuous path throng the United States 
Congress, the lessons of history may be both timely and timeless. 

Part II presents public affairs management in three political settings: the 
United States, Australia, and Europe. The U.S. study was conducted under 
the auspices of The Foundation for Public Affairs, an organization that is 
afiyiated with the Public Affairs Council (PAC), the leading professional 
a^odation for U.S. public affairs managers. The Foundation and PAC staffs 
have long worked with the academic community to facilitate research and 
understanding on wide range of busings and society issues. 

The study of Australian public affairs management was conducted by Geoff 
Alien and his colleagues at the Centre for Corporate Public Affairs, which is 
affiliated with the Graduate School of Business at the University of Melbourne. 
The center links the academic and practitioner communities in Australia in 
many of the ways that the Public Affairs Council functions in the United States. 

The study of how U.S. multinational corporations manage public affairs and 
government relations in Europe was conducted by an interuniversity 
consortium of r^archers coordinated by Jeffrey Lenn. This study, which was 
initiated as a project of the International Association of Business and Society 
(lABS), provides an up-to-date look at how companies are practicing public 
affairs in the “new Europe.” 

Craig Fleisher has studied public affairs management in the United States 
and Canada, and his paper on how public affairs performance is being 








Intmiuctmn 


XI 


evalimted and measured in modem companies provides insights into what is 
valued, and how, in current public affairs practice. 

Part III of the volume contains two perspectives papers. Mark Starik and 
Chandra Gribbon have studied the European business community’s response 
to environmental issues and provide a perspective on an emerging global model 
of business environmentalism. Thomas Vetica, an anthropologist, takes a 
lengthy look at the modem corporation’s development and discerns important 
themes that help explain the corporate political behavior of the business 
community. 

The mission that Raymond Bauer and Lee Preston defined for this research 
series fifteen years ago remains its raison d’etre in the mid-1990s. The ways 
in which business and society relate to each other,—through markets, public 
policy, and other forms of behavior—deserve the careful consideration of 
academics and practitioners. This volume continues that commitment in ways 
that are fresh, timely, and of interest. 

James E. Post 
Editor 



















INDUSTRY STRUCTURE OR 
MANAGERIAL DISCRETION: 

THE DETERMINANTS OF INDUSTRY POLITICAL 
SUCCESS IN THE US. INTERNATIONAL TRADE 
COMMISSIONS ESCAPE CLAUSE 
INVESTIGATIONS 


Kathleen AUee Rehbein and Stefanie Ann Lenway 

The growth of government involvement in the market has create^ strong incentive 
for representatives of firms and their industries to participate in the political proc^. 
Firms have responded by providing financial support to legislators, oflfeiii^ 
information to legators and members of the executive branct bureaucracy, and 
launching grassroots constituency campaigns, among other! political activities 
(Efstein, 1%9). While considerable attention has been devote^ to explaining why 
firms choose a specific political strategy (Lenway & Rehbein, 19^1; Masters & Keim, 
1984; Pittman, 1988; YofiBe, 1987; Zardkhooi, 1985) the inform^on is inconclusive 
about what determines a firm or an industry’s associated payoffs. 

- ^ 
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4 KATHLEEN ALLEE REHBEIN and STEFANIE ANN LENWAY 

According to the theory underlying economic models of political behavior 
(e.g., B^ker, 1983; Olson, 1965; Peltzman, 1976; Stigler, 1971), an industry’s 
pohtical success depends on its structural attributes, such as market 
concentration, size and profitability. These structural attributes alfect an 
mdustry’s lobbying efficiency, which ultimately determines its political success 
researchers (e.g., Keim & Baysinger, 1988; Yoffie 
iS political saent^ (Kau, Keenan, & Rubin, 1982; Wilhite & Paul, 
89) emph^ize that an mdustry can manipulate political outcomes through 
^ choice of political strategy and tactics. Management models (Keim & 
* Baysinger, 1988; Keim, Zeithaml, & Baysinger, 1984- 
yottie, 1987) contend that corporations incorporating innovative tactics such 

as ^roots campaigns and broad-based coalitions can achieve favorable 

political outcomes. 

Although pohtical scientists agree with management researchers that 
proacUve efforts affert pohtical outcomes, their conrem with the role of wealth 
m the i^encan pohtical process leads them to assume that even commonly 
us^ pohhcal techmques, such as campaign contributions, have an impact on 
^hucal d^ion m^ers. Pohtical science models (e.g., Kau & Rubin, 1982; 

investigate whether corporations can 
uy mfluence with legislative representatives and pohcymakers. Some 
empincalevidence{e.g.,CaughIin, 1985; Quinn & Shapiro, 1991) suggests that 
corporations effectively use their campaign contributions to influence pohtical 
oitoomes, whereas other empirical work (e.g., Welch, 1982; Wright 1985) 

mdicates the opposite, that campaign contributions do not influence pohtical 

outcomes. ^ 

With ffie exception of Esty and Caves (1983), httle effort has been made 
to explam pohtical success in terms of the relative importance of industry 
structure and actions over which manageis have discretion. Esty and Caves 

ZZ legislation of 35 manufacturing industries,’ 

und that an industry s pohticai expenditures facihtated pohtical success by 
convetog an mdustry’s structural attributes into pohtical power. Political 
S^Scs^^^^^ primarily industries with particular structural 

One shortwming of the Esty and Cave analysis results from their focus on 
con^sional legislation, m which, it is very difficult to link an industry’s 
pohte^ actions with specific pohtical outcomes. In the paper we investigate 
the determinMts of an mdustry’s pohtical effectiveness within the U S 
Inter^Uonal Trade Commission (TTC), where pohtical activities lead to very 
s^ic outcomes relatmgto trade protection. Like Esty and Caves, we analyS 
pohncal suc^ m terms of an mdustry^ pohtical expenditures as weh as its 
stri^ui^ characteristics. In addition, our study considers other strategic 
political choice made in the course of filing ITC petitions. 
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EMPIRICAL LITERATURE ON THE ITC 

Several studies (e.g., Baldwin 1985; Goldstein, 1983; Lenway, Jacobson, & 
Goldstein, 1990; Takacs, 1981) have examined the determinants of ITC 
decisions in escape-clause investigations, one of the six different kinds of 
investigations conducted by the ITC. In escape-clause investigations. Congress 
has charged the commissioners to determine whether the domestic industry 
has been “injured” by imports. Unlike antidumping and countervailing duty 
investigations, an industry does not have to demonstrate that foreign goods 
have been sold below fair market value or subsidized. 

Congress defines “injury” in trade legislation as including, among other 
fetors, a decline in employment, profits, or shipments. In a quasijudicial 
hearing, the six ITC commissioners review the economic evidence provided 
by the petitioning industry and dissenting parties, including importers and 
foreign manufacturers. If the commissioners find injury, they then make 
specific recommendations to the President concerning import relief. The 
President may decide whether to accept, modify, or reject the commissioners’ 
recommendation. Because the congressional definition of “injury” is not precise 
in escape-clause investigations, ITC commissioners can develop their own 
criteria for identifying an injured industry. 

Both economists and political scientists have analyzed various factors leading 
to the success of escape-clause petitions. Takacs (1981), focusing on general 
economic conditions and international factors, found that while these 
influenced petitioning activity, they had no substantive impact on ITC decision. 
Baldwin (1985) and Goldstein (1983) tested the economic model of political 
behavior by analyzing a petitioning industry’s success in terms of its economic 
attributes, such as size and profitability. Both Baldwin and Goldstein concluded 
that the ITC is not influenced by either large or profitable interest group 
pressures. Lenway, Jacobson, and Goldstein (19%) and Rehbein (1987) tested 
the principal/agency model to examine whether ITC determinations reflect the 
preferences of the ITC’s congressional oversight committees. Although both 
studies used slightly different measures of congressional preferences, they found 
no relationship between congressional preferences for import protection and 
affirmative escape-clause determinations. 

In general, previous research is more effective in explaining why industries 
do not succeed at the ITC rather than why they do succeed. The results 
indicate the ITC escape-clause determinations are not directly influenced by 
economic or political factors. Baldwin (1985) and Lenway, Jacobson and 
Goldstein (1990) found that less profitable industries were more likely to 
receive an affirmative ITC decision in escape-clause investigations. Yet, 
Goldstein (1983)) found that the ITC is more likely to grant import relief 
to industries that are not suffering from declining levels of employment or 
facing increasing imports. 
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Although all these studies examined positive escape-clause decisions, none 
considered an industry’s political efforts to organize and present evidence to 
the ITC In a related study, however, Herander and Pupp (1991) analyzed the 
steel industry’s poUtical efforts in countervailing duty and antidumping 
investigations. They found that large coalitions of steel firms which hired more 
legal counsel were more likely to receive a favorable ruling from the ITC. In 
the following analysis, we look at an industry’s structure, political strategy, 
and international competitiveness as factors in its political success. 

Industrie Studied 

The sample for this analysis consists of those industries that filed ITC escape- 
clause petitions between 1976 and 1989. Petitioners typically include individual 
firms, trade associations, trade unions, congressional committees, or federal 
agencies requesting temporary protection from foreign imports. The 58 
industries analyzed here are quite varied, with four-digit Standard Industrial 
aassification (SIC) cod« ranging from 2011 to 3964. Employing between 290 
to 80,300 people, the petitioning industries ship $90,000 to $34 billion per year. 
They also vary in terms of market cont^ntration, from 12 percent to 100 
percent. 

Independent Variables 

In the etMnomic literature, an industry’s stractural attributes, such as, market 
concentration and industry size, determine its political infliiftnnp (Fin^r, Hall 
& Nelson, 1982, p. 457; Salamon & Siegfriwi, 1977, p. 1031). Industries may 
increase their political power by solving collective-action problems, which arise 
because the benefits of legislative and regulatory decisions are not limited to 
those firms that devote resources to the pohtical process. Rather, incentives 
exist for Iks active participants to “free ride” on the investments of others 
(Olson, 1965, p. 36). 

Afarfef CoMcenfrafron 

A continuing debate on the pohtical advantages of industry concentration 
divides much of the economics and pohtical schence hterature. Economists 
^nerahy emphasize the pohtical advantages of a relatively more concentrated 
industry where the incentives for dominants firms tend to counteract the natural 
tendency to free ride. Since dominant firms in a concentrated industry receive 
a higher net return on their pohtical investments, they are more willing to 
coordinate the monitor the pohtical actions of other member firms (Olson, 
1965). In addition, relatively concentrated industries are able to minim, the 
cost s of negotiating a pohtical agenda among member firms (Salamon and 
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Siegfried, 1977, p. 1032). Not surprisingly, therefore, Esty and Caves’ (1983) 
empirical findings indicated that relatively concentrated industries were 
significantly more likely to achieve their legislative goals. 

An alternative argument found in the political science literature (Bauer, Pool 
& Dexter, 1972; Salamon & Siegfried, 1977) suggests, however, that 
concentrated industries find themselves at a political disadvantage because 
politicians hesitate to grant favors to small, visible groups of firms. In their 
study, Salamon and Siegfried (1977) foimd, for example, that concentrated 
industries were significantly less able to avoid tax increases. Finger, Hall, and 
Nelson (1982, p. 461) also found that industry concentration did not contribute 
to positive-injury determinations by the ITC in countervailing duty and 
antidumping petitions. They speculated that some of the firms in their sample 
may have been multinationals and thus not interested in supporting trade 
protection. 

Considering the expected returns from trade protection, as well as the costs 
of overcoming the free-rider problem, we expect that highly concentrated 
industries will be more likely to gain favorable decisions from the ITC than 
uneoncentrated industries. To measure market concentration, we use the value 
of shipments made by the four largest firms. 

Political OpfH)sition 

Economic models of political behavior suggest that an industry’s political 
effectiveness depends on its relative political strength. In these models, political 
decision-makers favor the group which promises them the most electoral 
support in terms of votes and financial backing. If there is little or no organized 
opposition, then the politically active industry is likely to have a political 
advantage. Esty and Caves (1983) found some tentative evidence that industries 
facing organized opposition were less likely to be politically successful. 

Since income transfers are associated with any decision regarding import 
relief (e.g., from domestic consumers to domestic producers), the potential for 
organized opposition does exist in the ITC decision-making process. Two 
measures are used to assess the relative political strength of groups that may 
oppose an industry’s petition. The first measure, the number of top executives 
from foreign firms, importing firms, and domestic firms testifying against the 
petition, indicates an effort to protest against import relief. A second measure, 
the total number of domestic firms and foreign-owned United States 
subsidiaries testifying against the petitioning industry, shows the intensity of 
domestic opposition, as all of these firms are likely to have domestic political 
backing. Thus, we expect that industries facing strong domestic opposition will 
be less likely to obtain a positive escape-clause determination from the ITC 
than those facing weak opposition. We measure “opposing CEOs” using a 
dummy variable which codes cases where two or more domestic or foreign 
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CEOs testified against the petition as a one and the rest zero. To measure the 
impact of domestic oppositionj cases in which at least four domestic firms 
opposed the petition received a one and the rest zero. 

Discretionaiy Political Involvement 

In analyzing an industry’s political effectiveness, our interest lies in 
determining whether its choice of political strategy and tactics has an impact 
on political outcomes. Do specific poUtical strategies and tactics elicit favorable 
ITC outcomes regardless of an industry’s political attributes, or do political 
choices play only a secondary role in transforming the political capabilities 
of industries whose effectiveness has been predetermined by their economic 
structure (Esty and Cav^ 1983)? 

Indu^ PolikM Simie^ 

The most fundamental strategic decision made by firms within a petitioning 
industry is how to approach the ITC. Firms within an industry planning to 
file apetition face three strategic choices. They can decide: (1) not to participate, 
free riding on the activities of other firms in the industry or government 
agencies; (2) to participate through a trade association, or (3) to represent the 
industry either alone or in a coalition with a few other firms. 

Ex ante, it is difficult to predict which of these three strategies wiU be more 
effective. By selecting the first strate^, an industry signals a lack of 
commitment thereby jeopardizing its chance of receiving import relief. Even 
if a government agency such as the Department of Commerce or the ITC’s 
congressional oversight committees, the Senate Finance Committee or the 
House Ways and Means Committee, initiates a petition on an industry’s 
behalf, its failure to participate may signal a lack of interest or an even strong 
disagreement over the desirability of trade protection. An advantage, 
however, of a government-initiated petition is that it puts considerable 
political pressure on the ITC commissioners to decide affirmatively 
(Goldstein, 1983). 

Petitioning through a trade association has several political benefits. A trade 
assodation has an established m^hanism for solving the collective action 
problem and reaching a consensus on issues. In addition, by filing through 
a trade association, -an industry gives the impression, through an organized 
collective effort, that it is being hurt by foreign competition: as Herander and 
Pupp (1991) argue, a larger coalition may be better able to convince ITC 
commissioners of material injury. However, firms working through a trade 
association may face high negotiation costs. Deep strategic divisions within 
the industry can make it difficult for the trade assodation staff to pursue a 
coherent political strategy. 
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Firms willing to represent their industry independently must be willing to 
bear all of the costs associated with petitioning. For this reason alone, such 
firms will be strongly motivated to develop a convincing case that demonstrates 
to the ITC commissioners how seriously they have been injured by imports. 
Also, given the magnitude of the investment, firms filing alone generally expect 
to suo^eed. On the other hand, filing independently or with a few other firms 
may signal a lack of widespread support for the petition within the industry. 
Other firms in the industry may oppose the petition and undermine any attempt 
to demonstrate material injury. 

Given the difficulty of evaluating the net return associated with each of these 
strategic choices, we do not make predictions about the sign of the coefficient 
for this variable. We develop three dummy variables to classify industries 
according to the type of political strategy selected. 

Political Tactks 

Having chosen to file an escape-clause petition, managers also have 
discretion over the types of political tactics used to implement their political 
strategy. The choices include deciding who wiU testify on the industry’s behalf, 
how much legal counsel to hire, and how to use congressional allies. We expect 
that an industry employing these tactics in a coordinated fashion will be more 
likely to receive a favorable ruling from the ITC commissioners. 

We use four variables to measure the effectiveness of an industry’s political 
tactics. First, we identify those industries which had CEOs testify on their 
behalf. Since CEOs are probably the most prestigious witnesses available to 
testify about an industry’s competitive problems, their testimony as one part 
of a coherent political strategy should result in an affirmative ITC decision. 
CEO participation is measured with a dummy where a “one” indicates that 
at least two CEOs from the industry testified in support of the petition. 

S^xsimI, we examii^ the quantity of legal counsel hired by petitioning 
industries. Following Herander and Pupp (1991, p. 143), we predict that 
industries with more legal representation are more likely to succeed in the ITC 
pro<^s. A dummy variable identifies which industries were represented in the 
hearings by more than one law firm. 

The influence of an industry’s political ties with Congress constitutes a third 
measure of political tactics. Specifically, we are interested in whether an 
industry makes political action committee (PAC) campaign contributions to 
any of the members of the ITC’s congressional oversight committees. Although 
neither Baldwin (1985) nor Lenway, Jacobson, and Goldstein (2990) found any 
evidence that congressional oversight committees influenced the ITC’s 
decisionmaking proems, the impact of industry financial support to these 
committee members has not been examined. An industry which has established 
a relationship with members of the ITC’s congressional oversight committees 
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may be able to exert indirect pressure on the ITC commissioners. A dummy 
variable assesses which industries gave campaign funds to a member of either 
of the ITC’s oversight committees. 

To investigate support from other parts of the government, federal, state, 
and local, we identified the number of federal, state, and local representatives 
that testified in support of the petitioning industry. Government witnesses can 
lend credibility to an industry’s injury cl aim and thus may affect the 
commissioners’ votes by describing the effect of import on local communities. 
We measured government support with a d ummy variable indicati ng those 
industry hearings where at least one politician testified on behalf of the injured 
industry. 

International Competitiveness of the Industry 

Success at the ITC may also be explained in terms of the international 
competiveness of the petitioning industry. Thus, we include control variable 
that measure import and export penetration ratios. Import penetration may 
also be used by the ITC commissioners as an additional indicator of the injury 
caused by imports. 

The intention of Congress was that escape-clause investigations would 
provide temporary trade protection for industries unable to compete with 
imports. If the ITC’s decisions reflect congressional intent, then the industries 
most likely to receive an affirmative decision will be those with relatively high 
import penetration and relatively low export penetration ratios. We measure 
import penetration using a ratio of total imports to new supply (product 
shipments plus imports) at the four-di^t SIC level. Export penetration is 
calculated as the ratio of total exports to product shipments at the four-digit 
SIC level 


STATISTICAL ANALYSIS 

Since the dependent variable is categorical, we use logit analysis to predict the 
probability that the ITC will rule affirmatively in an escape-clause petition. 
The dependent variable, coded as a one, indicates that at least three of the 
six commissioners recommended import relief for a petitioning industry. A 
zero indicates that the industry has been unsuccessful in its bid for import relief. 
Using a logit model guarantee that probability estimates will not exceed the 
range between zero and one (Pindyck & Rubinfeld, 1976). 

Our analysis predicts the probability that an industry with given 
characteristics wiU receive an affirmative decision from the ITC commissioners. 
Using maximum-likelihood procedures, this involves es timating the log of the 
odds that at least three of the six ITC commissioners will vote affirmatively.* 
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RESULTS 

In Table 1 we report the means, standard deviations, and correlations for the 
variables used in our analysis. Table 2 gives results of the logit analysis. 

The first model reported in Table 2 considers the influence of an industry’s 
structural characteristics on the ITC decision-making process. Surprisingly, we 
found that with the exception of the opposition variables, the structural 
measures had little impact. Size, measured by the value of the shipments, had 
a negative coefficient, but was insignificant.^ Market concentration had a 
positive coefficient but was also insignificant, providing only tentative evidence 
that more concentrated industries are more successful in the ITC petitioning 
process. At the .05 significance level, our results indicate that petitioning 
industries were less likely to receive an affirmative decision if there is significant 
domestic political opposition. Also significant, but having an unexpected sign, 
was the dummy variable indicating the number of CEOs testifying against the 
industry. 

Also included in the model were the variables assessing import and export 
penetration. Export penetration, significant at the .05 level, had a negative 
coefficient, suggesting that an industry with export markets was less likely to 
receive a positive ruling from the ITC. Import penetration had no apparent 
impact on the ITCs commissioners’ decision. 

The second model reported in Table 2 tested the effectiveness of an industry’s 
political strategy. The most significant political variable was an industry’s type 
of political involvement. At the. 10 level, we found that industries filing through 
their trade association were not successful in the ITC process relative to firms 
that selected a free rider strategy or filed on their own or with a few other 
firms in the industry. These results also indicate that an industry’s specific 
political tactics had little impact on its probability of success in escape-clause 
petitions. The number of CEOs testifying for the petitioning industry, the 
number of law firms hired, and the number of political representatives 
supporting the petition all had the exp)ected signs, but they were all 
insignificant. 

Measures of competitiveness were also included here as control variables. 
Export penetration, as in the previous model, was significant and had a negative 
sign. Import penetration had a positive coefficient but was still insignificant. 

The discretionary political model predicted 78% of the ITC’s decisions 
correctly. This is slightly better than the structural attributes model, which 
predicted only 71 percent of the cases correctly. 

In Table 3, we report the results of models which combine some of the 
structural and discretionary political variables. The first two equations consist 
of the structural variables and an industry’s political strategy. The results are 
fairly consistent with those reported for the previous models. Opposition 
variables were the only structural variables which had an impact on ITC 
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Table 2. Results from the Logistic Analysis 



Economic Approach 

Management! Political 
Science Approach 

Interscept 

2.63 

2.29 


(1.48) 

(1.64) 

Market Attributes 

Concentration 

0.99 

(1.12) 


Industry size 

-0.00 

(0.60) 


Oppoang CEOs 

2.56 

(2.36)** 


Oom^tic opposition 

-1.98 

(I.69)** 


Politick Strategy 

Trade Association 


-0.89 

(1.70)** 

Representative firms 

Campaign contributions 


-0.42 

(0.51) 

Petitioning CECh 


0.21 

(0.28) 

Political support 


0.29 

(0.44) 

Legal counsel 


1.02 

(1.09) 

Import penetration 

-0.55 

0.15 


(0.21) 

(0.13) 

Export penetration 

-7.25 

-3.70 


(2.42)** 

(1.86)** 

Percentage predicted 

correctly 

71 

78 

N 

49 

50 


Noies: *** pK.Ol for one and two tailed tests. 


**p < -05 for one and two tailed tests. 

*p < .10 for one and two tailed tests. 

decisionmaking. Neither industry concentration nor size had an impact on an 
industry’s likelihood of success. Firms filing through a trade association 
continued to be less likely to succeed in the ITC process. The coefficient on 
representative firms was positive but insignificant, offering only tentative 
evidence that industries in which firms independently pursued import relief 
were more likely to receive an affirmative ITC decision. 
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Table 3, Results from the Logistic Analysis of the Combined Models 





(5) 

Intercept 

4,61 

Z97 

3.56 


(2.07) 

1.63) 

(2.37) 

Maii:^ Attribute 

Concentration 

0.80 

(0.80) 

0.78 

(0.82) 


Industry size 

-0.00 

(0.51) 

-0.00 

(0.77) 


Oppc^i^CECte 

2.91 

(2.51)** 

2.60 

(2.40)** 


opposition 

-2.76 

-2.06 

-1.69 


(2.24)** 

(1.78)** 

* 

00 

Strata 

TiMe a^cKiMioii 

RqMtMifcaliw Rihb 

L^alConnrf 

-1.82 

P-or* 

0.66 

(0.78) 

-1.21 

(1.69)* 

1.45 

(1.45)* 

Tedmfcal Mait 

|wiMr«ion 

-1.18 

-0.60 

-O.IO 


(0.S3) 

(0.50) 

(0.10) 

Export pootratkm 

-7.,50 

-7.56 

-4.47 


(2..41)*** 

(2.42)*** 

(2.03)** 

Percenta^ pedkted correct 

81 

73 

73 

M 

48: 

49 

51 


J0I fw OKaiil two taiM t«s. 
Mfcr cm: ani two taiW tests. 
*p < .I§ fer one and two taiM tefe 


Equation (3) looks more closely at the impact of domestic opposition and 
the use of one of the more effective political tactics, hiring legal counsel. 
Domestic opposition appears to significantly decrease the chances that an 
industry >rill receive an affirmative ITC decision. Filing through a trade 
association also d^reases the likelihood of being successful in the ITC 
decisionmaking process. Legal counsel, which previously was insignificant, has 
a positive coefficient and is significant at the. 10 level. The competitive criteria 
also had the same signs and significance levels as in equation one and two. 

The number of correct observations predicted ranges from 73 percent and 
81 i^rcent. A model combining structural attributes and discretionary political 
variable predicts the determinants of an industry’s political success, as well 
as, and in some cases, better than the separate models. 
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DISCUSSION AND CONCLUSION 

The major objective of this study was to discover what determined an industry’s 
political success in the ITC escape-clause investigations. By taking into account 
the political strategy, tactics, and structural attributes in affirmative escape- 
clause determinations, we entered into the debate between economists and 
management/political scientists about the relative importance of management 
discretion versus industry structure. In contrast to Esty and Caves, we found 
management discretion to be slightly more important in explaining political 
success. 

The lack of significance of industry concentration and size variables raises 
questions about inferences taken directly from the collective action framework. 
Highly concentrated industries, which should have experienced fairly low costs 
of collective action, are not especially successful in the ITC’s decision-making 
proems. Although concentration had a positive coefficient, it was consistently 
insignificant, thereby suggesting that the ability to control free riders in the 
petitioning process does not translate directly into a favorable outcome. The 
negative coefficient for industry size further suggests that sucxess at the ITC 
does not depend on an industry’s investment in the political proems nor does 
it result from broad political networking. 

The results for the opposition variables offer the main evidence for the 
importance of industry structure. Petitioners facing organized domestic 
opposition were sigruficantly less likely to gain a positive decision from the 
ITC- Our finding is consistent with Esty and Cave’s observation of Industrie 
facing organized opposition in the legislative process. Petitioning industries 
were likely to prevail, however, in the face of testimony from CEOs of foreign 
and domestic corporations. While this appeam counterintuitive at first, perhaps 
this opposition reflecting the efforts of individual CEOs intensifial poitical 
efforts on the part of the petitioning industries. Overall, it may te easier for 
a j^titioning industry to counter t^timony than the prot^ts of dom«tic firms 
who may be damage if trade protection is grantol to the |»titionittg indiistiy. 

‘Out findings provide mixal support for the assertions in the mana^ment 
Etoature that an industry’s choice of poitical strategy explains its poMcal 
sucx^s. Basically, we find that jSling throu^ a trade association is the least 
effective appro-ach to the ITC. This result confirms the importance of selaling 
a cEstinctive poEtical strategy, one which is not easily unitatai (Yoffie, 1987). 
H owever, it rai^ qu^tions with report to assertions in the economic Iterature 
about the importaiKX of solving (X)B©cAive action problems. Trade ass-cciatioiis 
place industries in the best position to solve coHoitive action problems ixcaiKC 
they pirovide poEcing mechanisms, as weE as their internal forum for developing 
a poEtical consensus. 

Although we can identify the least succ^sful poEtical strategy, our rKults 
are less cx>nclusive about a letter alternative. An industry’s most proadiw 
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strategy pursuing import relief as individual firms or in small coalitions has 
a positive, but insignfficant impact on the ITC’s decisionmaking process. Due 
to the lack of observations in the free rider category, we would compare only 
the effectiveness of trade associations versus individual firms. 

In terms of political tactics, a petitioner’s most effective resource appeared 
to be hiring a large legal staff. Herander and Pupp’s (1991) have likewise found 
that a petitioning industry with more legal counsel is more likely to gain import 
relief. Other tactics, such as the testimony of CEOs and government officials, 
as well as, the strategic use of campaign contributions, had no impact on the 
ITC process. 

With respect to the technical criteria, although these variables were included 
primarily as controls, they do reflect the relative international competitive 
strength of industries filing escape-clause petitions. Consistent with the intent 
of Congress, industries with strong export markets were less successful in the 
ITC process. According to these results, industries with success in export 
markets should hesitate to file for import relief. Interestingly, even though 
Congress specified that imports weigh heavily in a finding of injury, import 
l^netration does not appear to play an important role in escape-clause 
investigations. 

We drew several implications from our analysis for industries wishing to 
improve their chances of success at the ITC. One, because large, highly 
concentrated industries are not espo^ially successful at gaining trade protection, 
industries that face collective action problems should not be deterred from 
seeking import relief. Two, industries should identify their political opposition 
and determine whether their political opposition is primarily symbolic. If 
import relief will hurt other domestic firms, then they may organize to oppose 
the petition. As a result, petitioning industries may have to intensify 
substantially their political efforts. Three, petitioning through a trade 
association does not appear to improve an industry’s chances of success at the 
ITC. This sugg^ that small coalitions of firms developing a unique political 
strate^ may be able to achieve a more favorable outcome. Four, the most 
productive use of resources involves increasing the number of law firms used 
to make a case for injury. In summary, we conclude that decision over which 
firms have some discretion appear to be more important than an mdustry’s 
structural attribute in predicting succ^s at the ITC. 

Future research needs to focus on developing a comprehensive theory of 
corporate political succ^s. Concepts from the mana^ment, economics, and 
political science literature need to be incorporated into a unified theoretical 
framework to explain what managers consider when making political decisions. 
Given the results regarding the success of petitions filed by trade associations, 
future research also needs to provide a more precise understanding of effective 
pditicai stotegies and tactics for individual firms. 
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NOTES 

L In order to reduce the instability of our data set and minimize the wei^ts of the extreme 
values, we compute arc sin transformations for the variables which were proportions. Th^ 
include industry concentration and import and export penetration ratios. 

2. Although we reported the results of only one of our size variables, the results were the same 
when the other size variables, the number of employees, was used. 
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CORPORATE POLITICAL TACTICS IN 
A PRINCIPAL-AGENT CONTEXT: 

AN INVESTIGATION IN OZONE PROTECTION 
POUCY US A 


Kathleen A. Getz 




For some decades, corporate political activity (CPA) has been a subjo^t of 
interest to managers and scholars from such diverse disciplines as management, 
economics, political science, and sociology. The literature in the field can be 
divided into four categories: (1) works that document the growth and extent 
of CPA (e.g., Epstein, 1969; Ryan, Swanson & Bucholz, 1987); (2) works that 
delineate a variety of techniques used in CPA (e.g.. Berry, 1977; Epstein, 1969); 
(3) works that d^cribe the characteristics of firms that engage in CPA (e.g., 
Baysinger, Keim & Zeithaml, 1987; Epstein, 1969; Keim, Zeithaml & Baysinger, 
1984; Masters & Baysinger, 1985; Pittman, 1977); and (4) works that show 
the importance of CPA as part of a firm’s overall corporate strategy (e.g., Keim, 
1981; Mahon, 1983, 1989; Marcus, Kaufman Sc Beam, 1987). Much of the 
empirical work in CPA has been atheoretical. It has been driven by the 
availability of data, rather than by well-constructed theoretical questions, a 
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problem induced by the dearth of basic theories about CPA. So, despite more 
than 20 years’ history of study of CPA, we stiU know relatively little about 
the political participation of business as a whole or of individual business firms. 

One area that has received little theoretical or empirical attention is the 
question of choice of particular political activities in different situations. We 
know little about the appropriateness of the various CP A tactics given different 
contin^ncies in the policy or issue environment. While scholars interested in 
corporate strategy have developed an extensive literature describing md 
prescribing business behavior in a wide variety of situations, this understanding 
of strate^c brfiavior does not extend into the area of political activity. Given 
the importance of the link between poEtical activity and corporate strategy, 
it is surprising that thi<£ area of inquiry remains underdeveloped. Several 
scholars have notoi the lack of work in this area. Preston, for example, observes 
that .. the desirable mode and level of corporate poEtical influence... remains 
undefined...The significant studies will those that specify more clearly the 
conditions under w'Mch poEtical ^tivity of different types and levels produces 
(orfaik toprodu«») different kinds of dfels’*(1986, pp. 268-269). The purpose 
of the present work is to be^n to fiE this void. Before defining the theoretical 
framework of the study, the research context is described so that the model 
may lx sf^nfied in terms of the context. 

The case of ozone depletion was used as the research context for this study. 
Numerous pubEc poEcies have b^n promulgated regarding the issue of ozone 
depletion. The institutions that have advanced poEcies range from local city 
coumls to global or^nizatioiK. The most far-reaching of these poEcies is the 
Montreal Protocol on Substances that Deplete the Ozone Layer, negotiated 
uaicr Hk auspice of the Unitai N^ons Environment Programme (UNEP). 
It was sign^ in 1987 and effected in 1989. AE poEcies related to the ozone- 
dqiielion i^uc irae r^vmit to tte empirical study. For several reasons, 
bowrar, dK Monti^i Protocx>l was ^Iw^ted as a focal point of the study. 
It was and is the paramount poEcy on ozone depletion; sufficient information 
about the poEcy itself could readEy attaint; the poEcy had developed 
throng the issue life cyde so that >any changes in CPA over the course of 
i^ue development would be traceable; and the historical development of the 
issue was r^^nt enough that information regarding corporate decisions and 
CPA would not be obscurol by inaccurate archival data or fuzzy memories. 
AiMMonalfy, althou^ many finns initialy r^isted governmental attempts to 
control the production or consumption of ozone-depleting substances, 
cvoitualy, mM firms agreai diat ccmtrols mre appropriate and they began 
to take positive measure to reduce their reliance on these substances. It was 
Ekeiy that firms view^ their own actions as sodaEy responsible and that they 
were not reluctant to dwulge information about their actions. Thus, this was 
a topic about which firms might be eager to share information, favorably 
mfluencing the overaE respond rate. Most importantly, this poEcy entafled 
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variability in all bnt one of the variables defined by the theoretical model, as 
explained below. 


THEORETICAL FRAMEWORK 

This study is descriptive rather than explanatory, and is driven by the 
theoretical model depicted in Figure 1. The model itself is derived from existing 
literature in corporate political activity and is structured with the tools of 
agency theory. A firm’s choice of political tactics is related to the targets of 
political activity and the nature of the issue of concern, and the agency problems 
present^ to the firm as a result of that issue (Getz, 1993). The relationships 
among these variables are moderated by some characteristics of the firm. These 
variables are described briefly. Where appropriate, specific reference is made 
to the issue of ozone depletion. 

Corporate Political Tactics 

A corporate political strategy is that particular set of political activities 
selected to address a firm’s concerns and meet the firm’s objectives on a specific 
issue in the public policy arena. This definition is derived from the definitions 
(impEed or stated expEcitly) of Epstein (1969), Keim (1981), Mahon (1989) 
and Marcus, Kaufman, and Beam (1987). Multiple tactics of corporate poEtical 
activity (CPA) may be used by firms in trying to influence poEci^ that affect 
them. Tactics are specific actions taken to advocate certain poEcy positions. 
There are a wide variety of tactics and scholars have sorted them in many ways 
(seee.g.. Berry, 1977; Epstein, 1969; Keim & Baysinger, 1988; Oberman, 1991). 
Here, they are grouped into seven broad categories: lobbying; reporting 
research results; reporting survey results; testimony; legal actions; personal 
service; and constituency building. PoEtical action committees (PACs) are 
intentionaEy excluded because they constitute an electoral rather than 
governmental activity, and as such have Ettle dir^t impact on public poEcy 
outcomes in specific issue areas (Epstein, 1969). 

Lobbying is direct communication between representatives of an interest 
group and poEtical decision makers (Berry, 1977). Here, lobbying is defined 
as direct contact between a registered lobbyist who is representing the firm 
and a pubEc poEcy maker. 

Many firms conduct research, both technical and nontechnical. Reporting 
the results of scientific research to poEtical decision-makers allows business 
to share newly learned data about the issue of interest and influence poEcy 
through education of pubEc officials. Frequently, nontechnical, business 
research takes the form of pubEc-opinion surveys, usuaEy conducted or 
contracted by pubEc relations departments. Reporting the r^ults of such 
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Figure L Model of Corporate Political Tactics 


surveys informs policy makers about changing attitudes among their 
constituents, rather than about scientific or technological progress. Survey 
results imply that voters will hold policy makers accountable for their actions 
on particular issues in forthcoming elections. 

Presenting testimony at Congressional or administrative hearings occurs 
fairly routinely in the United States. Congressional committees welcome the 
testimony of industry representatives and most administrative bodies are 
required by statute to inform interested parties of the intended issuance of 
administrative ruling so that they can present their views on the matter. 

A number of different activities that take place within the judicial branch 
of the government also provide opportunities to affect policy. Corporate 
litigation may serve to delay the application of unfavorable rulings or the 
enforcement of legislation or may permit the interested party to attempt to 
shape the interpretation of new laws or regulations. By threatening the use 
of legal procedure, a firm may Ic able to forestall unfavorable governmental 
activity (Epstein, 1969). Firms may also “race to the courthouse” to establish 
a sympathetic court as the court with jurisdiction (McCaffrey, 1982). 
Corporations may seek acx^s to the court through amicus cniriae status, which 
I^rmits them to submit briefs or to join in the oral argument of relevant issues, 
even if they are not a party to the litigation. 

Service by corporate leaders in ofBcial government posts, either while on 
leave from corporate duties or while actively involved in company activities, 
has potential political benefits for the corporation. Corporate managers may 
serve at the federal cabinet level, in line or staff positions in executive and 
administrative departments, or as consultants or members of special 
committees or task forc^. In any of these positions, the manager may influence 
poicy. 

Constituency building refers to corporate efforts to identify, educate, and 
motivate to political action those individuals who may be affected by public 
policies that have an impact on the corporation (Keim, Zeithmal, & Baysinger, 
1984). The constituency may include any or aU of the firm’s stakeholders, such 
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as employees, shareholders, suppliers, dealers, residents of the communities 
in which the corporation has a significant presence, and even the general public. 

Tai^et and Issues 

Three variables interact to influence the choice of tactics in CPA: target of 
political activity; issue or policy type; and issue life cycle. The values of the 
variables that are relevant in the present study are identified and the nature 
of the interaction between target type, policy type, and issue life cycle is briefly 
noted in the discussion of propositions. 

A target is defined as an individual, group, or organization at whom CPA 
is directed. Few scholars have considered CPA targets explicitly. A typology 
of targets with 48 general types, based on four descriptors, is presented in Figure 
2. The typology helps categorize targets and determine their impact on tactics 
selection (Getz, 1993). The descriptors and their values are authority 
(governmental or nongovernmental); level (international, national, regional, 
or local); function (executive, legislative, or judicial); and access (internal or 
external). Access refers to a single aspect of the relation between a target and 
a firm: whether the firm has a means of admission or a direct path to the target 
due to its physical or functional position within the domain of the target. The 
specific targets in any case of CPA are largely predetermined; firms engage 
in CPA toward policymakers that have some control over the issue in which 
they are inter^ted. (This point will be further explained below, in the 
presentation of propositions.) 

Although there are 48 general target types possible, as noted in Figure 2, 
only nine specific targets were identified for this study. They were the United 
Nations Environment Programme (UNEP); the European Community 
Commission (ECC), the U.S. President, the U.S. State Department, the U.S. 
Environmental Protection Agency (EPA); the U.S. Senate, the U.S. House 
of Representatives, and the executive and legislative branches of foreign 
governments. Because each of these public officials or policy-making bodies 
had some degree of potential impact on the final outcome of ozone protection 
policy, each was a reasonable target of CPA for U.S. firms. 

The Montreal Protocol has been negotiated under the aegis of the UNEP. 
Representatives at the conferences leading to the treaty, including the ECC 
and members of the executive branches of national governments, as well as 
the UNEP itself, were all sensible CPA targets. Executive branches were 
potential targets of CPA because of their roles in implementing and 
administering a treaty or other ozone-protection regulations. At UNEP 
conferences, a State Department administrator is the chief U.S. representative. 
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Figure!. Typology of Targets 

dae to State’s role in nearly all international negotiations regardless of 
substantive matter. The State Department administrator is always 
accompanioi by an Environmental Protection Agency (EPA) administrator, 
due to EPA’s expertise in environmental issues and EPA’s eventual role in the 
implementation of international environmental agreements. Thus, both the 
State Etepartment and the EPA were potential targets in this case. The 
Pi^ident was also a logical target, because he appoints representatives to 
negotiations, and in some cases, attends conferoices for symbolic reasons. In 
fact, in the ozone-depletion case, the support of President Reagan was critical 
in the early stag^ of negotiation. Although members of the legislative branches 
of national governments are unlikely to participate directly in treaty 
negotiation, many of them (including the United States Senate) must ratify 
a treaty before it can be effected. Additionally, legislative branches might craft 
enabling legislation so that an international treaty can be implemented. Thus, 
legislative branches were also plausible CPA targets. 
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MMcd Tm±ks in a Pnnctpal-A^mt Context 
Policy Type 

Business firms are affected by a multitude of policies, not just those that 
are explicitly directed toward business. Many public policies seriously affect 
business because of the way they distribute burdens and benefits among firms 
(Leone, 1985). The fact that the distributional consequences of policy may be 
indirect or unintended does not diminish their importance for the individual 
firms that are affected. 

Within the United States, policies have been categorized in many ways: by 
the subject matter (education, agriculture, environment); by the relative size of 
the budgets of different policies (presidential requests, congressional 
appropriations, agency expenditures); by the beneficiary or target group affected 
(student, farmers, consumers); by the impact on society or some other outcome 
measure; or by the process through which the policy is made (Lowi, 1967,1969; 
Ripley & Franklin, 1987). Here, subject matter is the key variable for 
categorizing policies and policy issues. Scholars in the field of corporate strategy 
have suggested several typologies of issues that affect business. One of the most 
simple and widely used typologies has four categories: social, economic, political, 
and technological (Wilson, 1977). It is important to recognize that many policies 
can be constructed about a single issue, and these polides may fall into different 
categories in the typology. When an issue that is important to a business reaches 
the stage of its life cycle in which public policy is likely, the policies that obtain 
may be labeled sodal, economic, political, and/or technological. 

Social policy is a broad category, including, among other thin^, conceptions 
of the public good. Policies intended to protect the environment, such as those 
related to ozone depletion, are categorized as social. Economic policies include 
monetary polides, fiscal policies, trade rules, and tax laws. Political policies 
are those that involve relations between countries, military activities such as 
the development of weapons systems or the occupation of foreign territory, 
or, domestically, the rules of the political game, such as campaign rules. 
Technological policies are those that have the intent of increasing innovation, 
such as policies that create centers for sdentific or technical research. In the 
present study, the policy-type variable remained constant (social),^ 

Issue life Cycle 

The literatures of both political science and corporate social responsiveness 
use the concept of the public issue life cycle to describe evolving patterns of 
policymaking and business response (e.g., Cobb and Elder, 1972; Post, 1978). 
Here, tl^ life cycle stages—emergence, formulation, and administration— 
are considered. Although there may be considerable overlap among these three 
stages, it is possible, at least in retrospject, to identify life cycle stage boundaries 
with respect to most issues, including the Montreal Protocol. 


1 

I 
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The emergence st 3 ge of the life cycle covers that period of time when business 
fir ms and other actors begm to show an interest in the issue. In the present 
case, emergence began in 1985, when the Vienna Convention for the Protection 
of the Ozone Layer was sigjied. The convention established a framework for 
international cooperation regarding ozone depletion, proposing that 
intemationai regulation was an appropriate response to the ozone depletion 
problem. Emergence of ozone protection as an intemationai issue continued 
through December 1986 when experts from 45 nations met in Geneva to discuss 
specific emission and production controls for ozone-depleting substances. The 
formulative stage of the life cycle involves the development of means for dealing 
with public problems and issues. This stage includes the negotiation and 
argument that occur before a law or treaty is signed and the formal adoption 
of particular regulations. Formulation of a treaty to reduce ozone destruction 
occurred from December 1986 through December 1988. The protocol itself 
was signed in September 1987; however, it was not effected until December 
of the following year, when a sufficient number of countries had ratified the 
treaty. The administrative stage of the issue life cycle occurs when legislation 
or regulations are put into rffect. As soon as the Montreal Protocol was ratified 
by a sufficient numl^r of countries, the administrative stage of the life cycle 
began. Since the treaty is still in effect, this stage continues today. This study, 
however, covered only the period through November 1990. 

The life-cycle concept is useful for tracing changes in issues over time, but 
it is important to realize that issues often pass through similar phases a number 
of tim^ (Mahon & Waddock, 1991). In ozone depletion, it is interesting to 
note that there have been several cycles back to formulation, as the Montreal 
Protocol has been amended to include restrictions on more chemical 
compounds and to accelerate eventual phaseouts of the compounds. 

Agency Problems 

The theory of agency deals with relations in society where one party (agent) 
acts for another (principal) (Mitnick, 1984). It is not necessary that a relation 
be formalized for it to be one of agency: Jensen and Meckling (1976) note 
that agency contracts are often implicit. Many recent works characterize the 
relationship between business and political dedsion-makers as a principal- 
agent relation, with business firms as principals and policy makers as agents 
(e.g., Aiyegoro, 1990; Keim & Baysinger, 1988; McGuire & Ohsfeldt, 1989; 
Mitnick, 1991; Peltzman, 1984). 

Agency relations often are characterized by problems which result from 
difference in goals tetween agent and principal, from different understandings 
of issues due to boimded rationality or information asynametry, from different 
levels of risk aversion of principal and agent, and from the existence of pressures 
on both agent and principal from outside the agency relation itself (Eisenhardt, 
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1989; Mitnick, 1984). Mitnick identifies four reasons that the agent may fail 
to act in the principal’s interest: (1) the agent does not know or understand 
what the principal wants (knowledge problems); (2) the agent has insufficient 
sl^ to act in the principal’s interest (capacity problems); (3) the agent disagrees 
with or is not disposed toward the principal’s interest (disposition problems); 
or (4) the agent does not exert sufficient effort in pursuit of the principal’s 
interest (effort problems). The principal attempts to resolve these problems 
through effective agent control. 

In the relation between business firms and pohcymakers, the extent of agency 
problems is dependent on the characteristics of the issue at hand and the target 
type. CPA CM be viewed as an effort by a firm to create agents or to resolve 
problems in its agency relations with public officials. The various political 
tactics are not equaUy useful for resolving different agency problems. 
Therefore, the selection of appropriate tactics to be included in CPA depends 
on the particular agency problems that arise in different situations, as noted 
below. CPA is effective if perfect agency can be attained and the target does 
precisely what the firm wants. Even if perfect agency is not attained, CPA is 
effective if it chan^ target behavior in the direction the firm desires! 

Firm Qharacteristics 

Many of the theoretical and empirical studies on corporate political activity 
emphasize organizational factors that affect firms’ participation in CPA. 
Coi^istently, the studies have found that CPA is more likely in firms that are 
l^e and profitable (e.g, Andres, 1985; Brenner, 1980; Masters & Baysinger, 

85, Masters & Keim, 1986; Yoffie, 1987). Large firms may have greater 
mcentive to engage in political arffion due to perceived threats from the 
gover^ent. Large firms pensive themselves as targets for governmental 
mvestigations, because their size makes them conspicuous (Andres, 1985). 
Profitable firms may be b^r able to assume the operational expenses of 
^hucal activity (Masters & Baysinger, 1985; Yoffie, 1987). U.S. firms affected 
by ozone protection policy vary widely in terms of both size and profitability. 

PEOPOSmONS 

A number of descriptive propositions were explored in this study. Each of the 
oim sets of propositions notes the conditions under which m agency problem 
IS likely to occur and the political tactics that the firm is most likely to select 
to resolve those problems. While other tactics may be of some use in addressing 
the a^ncy problem, the ones noted are of primary utility. In all case, it is 
e^>ect^ that larger and more profitable firms are more likely to engMe in 
CPA than smaller or less profitable ones. 
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Proposition 1.1: Firm-target knowledge problems are likely to occur (a) 
earlier in the issue life cycle and (b) with targets that are of broad levels 

MMi to which acx^ is external 

ProjM^on 1.2: When Icnowledge problems occur, a fum is likely to select 
the tactics of lobbying, testimony, and, personal service. 

Knowi^ge problems occur when agents do not know or understand the 
position of the principal. Pubhc officials (targets) are Hkely to know a firm’s 
preferred policy outcome during issue emergence because information about 
the issue is vague or indiscernible; the firm is itself only beginning to articulate 
its own position. At any stage of the issue life cycle, international-level targets 
have less information about the firm or its position than national-level 
politicians or bureaucrats. To mitigate knowledge problems, the firm must 
provide information to the target about its position. Lobbying, testifying ^d 
eng^ing in personal service present the best opportumties for information 
exchan^. 

Propc^tion 2.1: Firm-target capacity problems are likely to occur (a) later 
in the issue life cycle and (b) with targets that are of broad levels and 

to whidi is external. 

Propi^on 22: When capacity problems occur, a firm is likely to select 
the tactics of lobbying, reporting research results, testimony and personal 

CapmQ^ problems exist in an agency relation when the agent is unable to 
pumue the principal’s objectives. Early in the issue life cycle, the arena for 
resolution k undetermined, thus any target might assume authority to address 
it Later, however, the r^olution proems is likely to center first in the legislative 
branch (formulation), then in the executive branch (administration). During 
these stages capacity problems arise with targets in the arena which does not 
have authority. Also, as the issue progresses, resolution may require substantial 
government resources (human and financial); capacity problems are likely if 
resources are scarex. Throughout the life cycle, capacity problems are more 
likely to occur with intemational targets, sinc^ international organizations 
often are hampered in their policy-making efforts by institutionalized national 
sovereignty rights. To mitigate capacity problems, the firm must assure that 
the target has authority and ability to act. Political tactics do not enable a firm 
to induce a transfer in authority from one target to another; thus a rational 
firm does not include a target in its CPA when capadty problems stem from 
lack of authority. Similarly, a rational firm does not include in its CPA a target 
which has insufficient resources to act, since CPA toward the target is unlikely 
to improve the level of resources. However, if capacity problems are related 
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to skills, a firm tries to educate the target through lobbying, reporting r^earch 
results, giving testimony, and personal service. 

Proposition 3.1: Firm-target disposition problems are likely to ocxnir (a) 
later in the issue life cycle and (b) with targets that are of broad levels, 
legislative functions, and to which access is external 

Proposition 3.2: When disposition problems occur, a firm is likely to select 
the tactics of constituency building and survey reporting 

Disposition problems exist in an agency relation when the agent and the 
principal have different preferences. Public officials are most likely to disagree 
with a firm on policy goals during the later stages of the issue life cycle, largely 
because multiple interest groups (other principals) emerge as the issue 
progresses. Targets may be able to remain insulated from the preferences of 
each discrete principal and to be relatively unresponsive to them (Keim & 
Zeithaml, 1986; Shapiro, 1990), or they may simply be more attuned to the 
position of a group other than the firm. In addition, disposition problems are 
greater with international targets, which almost always have a wide variety of 
interests to represent. Heterogeneous interests force targets to pursue only very 
general goals representing minimal levels of agreement or to ignore particular 
interests altogether (Keim & Baysinger, 1988). Finally, disposition problems 
are more likely with legislative function targets. Elected legislators tend to be 
more susceptible to the positions present^ by nonbusin^s interest groups, 
which may represent many potential votes in future elections than are 
nonelected executive branch bureaucrats. Disposition problems are resolved 
by providing incentives to targets to change their position. Constituency 
building and survey reporting implicitly offer inducements (votes) to 
policymakers who support the firm’s cause. 

Propc^ition 4.1: Firm-target effort problems are likely to occur (a) earlier 
in the issue life cycle and (b) with targets that are of broad levels and 
to which access is external 

Proposition 4J: When effort problems occur, a firm is likely to select the 
tactics of constituency building and survey reporting. 

Effort problems arise when the agent is not diligent in pursuing the principal’s 
preferences. This is more likely during issue emergence: emergent issues receive 
little consideration because so many others issues, which have developed 
further through the life cycle, compete for targets’ attention. International 
targets are less likely to exert effort on behalf of a firm than are national targets 
because the issues of interest to the firm are simply not important enough to 
the international organization to merit its attention in the face of so many 
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competing issues. As with disposition problems, effort problems are resolved 
by providing incentives to targets to change their position. Constituency 
building and survey reporting offer such incentives. 

METHODOLOGY 

The population of interest was all publicly-held United States firms directly 
affected by policies related to ozone-layer depletion: producers of 
chlorofluorocarbons (CFCs), halons, and other controlled compounds, and 
manufacturer that use CFCs and controEed compounds in their proc^ses, 
especiaEy manufacturers of refrigeration and air conditioning equipment, 
makers of electronic equipment, and producers of rigid plastic foam. The 
sample of 551 firms, derived from the Dira:tory of Corporate AffiEations, the 
Milhon DoEar Directory, and Compact Disclosure, was distributed as foEows: 
ei^t producers of ozone-depleting substances (1%); 109 chemical industry 
users (20%); 354 electronics industry users (64%); and 80 refrigeration/air 
conditioning industry users (15%). 

Data on poEtical tactics, targets of poEtical activity, and agency problems 
in firm-target relations were coEected through a maE survey conduced in FaE, 
1990. The survey asked r^pondents about their poEtical activity with respect 
to ozone depletion and the Montreal Protocol during each stage of the life 
cycle and about the utEity of tactics with respect to each of the targets, 
regardless of the issue of concern.^ A total of 181 firms responded to the 
survey; 151 of the firms engaged in poEtical activity (a 29 percent usable 
response rate). Data on profitabiEty (return on investment) and size (assets) 
were coEected from the MiEion DoEar Directory, Compact Disclosure, and 
other source. Written transcripts of Congressional and administrative 
hearings and written summaries of UNEP hearings were coEected and 
reviewed for crossverification of tactics such as testimony, research reporting, 
and survey reporting, thus increasing confidence in the validity of the study. 
FinaEy, 14 of the respondents (hereafter referred to as telephone respondents) 
were interviewed by telephone after their surveys had been returned. The 
purpose of the interviews was to extend and clarify the information obtained 
with the survey. 

Comparisons of responding and nonresponding firms showed that 
respondents were somewhat less profitable and smaEer than the nonrespond¬ 
ents, but the differences were insignificant. Responding firms were distributed 
among the four industry groups in approximately the same proportions as the 
fuE sample of firms. These data suggest that respondents did not differ 
significandy from nonrespondents. 
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RESULTS AND DISCUSSION 

Two ^ts of statistical analyses were done; results are displayed in Tables 1 
and 2. Chi-square statistics were used to examine the frequency with which 
agency problems were reported. If problem occurrence was random, chi-square 


Table L Chi Square Values: Occurrence of Problems 



Stage 1 

Stage 2 

Stage 3 

President 

Agency Problems 

Knowledge 

33.0* 

19.6* 

++ 

Capacity 

0.2 

4.9 

44- 

Disposition 

liJ** 

3.6 

4"f 

Effort 


10.0* 

4-4- 

State Department 

Agency Problems 

Knowledge 

++ 

123* 

44- 

Capacity 

+4- 

223** 

-H- 

Disposition 

++ 

0.6 

44- 

Effort 

++ 

2.8 

44- 

Environmental Protection A^ncy 

Agency Problems 

Knowledge 

83* 

38.4** 

61.8** 

Capacity 

8.3** 

52.3** 

79,4** 

Disposition 

3.0 

353* 

68 . 6 * 

Effort 

0.3 

17.1* 

52.3* 

Senate 

Agency Problems 

Knowledge 

18.6* 

33.4** 

11.9** 

Capacity 

0.0 

94.0»* 

9J** 

Disposition 

0.6 

6.1 

1.0 

]^fbrt 

0.2 

4.3 

3.5 

Hotise of Repr^aitatives 

Agency Problems 

Knowledge 

15.4* 

10.1** 

56.8** 

Capacity 

1.4 

2.1 

18.7* 

Disposition 

0.6 

2.1 

13.8* 

Effort 

0.2 

0.3 

1.7 


Notes: -H- Statistic not calculated due to insufficient number of cases. 
* Significantly hi^ at /? < .01 
** Significantly low at < .01 
Bold figures indicate statistics tihat support propositions. 
Underlined figures indicate statistics that counter propositions. 
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values should approach zero. Large chi*squares values indicate that firms’ 
reports of problem occurrence differs from frequencies as determined by 
chan(x. Table 1 reports chi-square values for problem occurrence for each of 
the five targets across all three life-cycle stages, noting which figures are 
statisticaliy significant (p < .01)/ Statistical analyses were not done for four 
targets (UNEP, ECC, and foreign government executive and legislative 
branches) due to the low occurrence of CPA directed toward them. 

Z-tests were used to assess whether respondents that experienced particular 
a^ncy problems tended to select certain tactics. All firms that indicated the 
occurrence of a particular agency problem were grouped together and firms 
that did not report the problem were placed in another group. The proportions 
of each group that selected a given tactic were compared using the Z-test. The 
analysis was done with all targets aggregated as well as with targets 
disaggregatoi. If the selection of tactics was related to the presence of particular 
a^ncy problems, significant differences between the paired groups would be 
expected. Table 2 reports the Z-test scores for the correlations between agency 
problems and tactics with all targets aggregated and with five disaggregated 
targets, noting which figures are statistically significant (p < .01). Z-values were 
not calculated for four targets (UNEP, ECC and foreign government executive 
and legislative branches) due to the low occurrence of CPA directed toward 
'them. 

In addition to qu^tions about their political activity regarding the ozone- 
depletion issue, i^pondents were asked to ass^s the utility of the seven tactics 
for resolving problems in their relations with different policy makers. These 
Faults are shown in Table 3. Generally, firms indicated that tactics were more 
useful for United Stat^ government targets than for other targets. Lobb 5 ting 
was the most u^ful tactic for all but three targets. The exceptions were the 
State I^partment, EPA, and UNEP: firms indicated that personal service was 
more useful than lobbying for th^e targets. For the EPA, reporting research 
Faults and t^timony were also considered more useful than lobb 5 ting, and for 
UNEP, reporting r^earch results was regarded as more useful than lobb 5 ring. 
For all but two targets, legal action was the least useful tactic. The exceptions 
were again the EPA and the UNEP. For the EPA, both reporting survey results 
and constituency building were considerwi less useful than legal action. For 
the UNEP, constituency building was considered less useful than legal action. 

Knovyrledge Problems 

Knowledge problems occur when agents do not know or understand the 
position of the principal. In the ca^ of the Montreal Protocol and ozone-layer 
depletion, knowledge problems occurred at significantly high levels during 
emergence with four targets (President, EPA, Senate, and House) and during 
formulation with two targets (President and State Department). Knowledge 
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Jhbk 2, Z-Te^t ValB^: Correlations Between Problems and Tactics 



Knowledge 

Capacity 

Disposition 

Effort 

Taigete Aggregated 

Lobb3dng 

4J27* 

3.883* 

”3.163* 

-3.181* 

Reporting research results 

-2.896* 

-0.438 

2.834* 

0.711 

Reporting survey results 

-2.220 

1.264 

-0.%5 

”0.513 

Testimony 

-5.m* 

2.195 

3.020* 

1.752 

Legal actions 

1.322 

1.283 

o.m 

0.000 

Personal service 

1-386 

2311* 

-2.439* 

-3.430* 

Constituency building 

-4.347* 

6311* 

2.857* 

0.828 

Piesidaat 

Lobbying 

-1.451 

1.414 

-0.586 

0.000 

Reporting research r^ults 

0.361 

6.447* 

-2.255 

0.724 

Reporting survey r^ults 

++ 

++ 

++ 

+4- 

Testimony 

++ 

++ 

++ 

++ 

Legal actions 

++ 

++ 

++ 

+4- 

Personal service 

0.115 

4.884* 

-1.333 

-0.464 

Constituency building 

-0.191 

-2.043 

-2.035 

0.000 

StMe .£^)aft!i^ml 

Lobbying 

0.769 

3J166* 

2.791* 

1.554 

Reporting research results 

-1.743 

-0.165 

-4.497* 

-1.247 

Reporting survey results 

-1.426 

-1.429 

0.000 

”0.337 

Testimony 

++ 

++ 

++ 

44- 

Legal actions 

-H- 

++ 

++ 

-H- 

Personal service 

1 067 

-0.995 

1.1072 

-1.063 

Constituen<^ building 

-1,061 

-0.^5 

1.072 

-1.063 

Environmental Protection Agency 

Lobbying 

0.562 

-1.122 

-2.027 

-3.060* 

Reporting n^arch results 

-1.315 

-0.386 

-1.298 

1.867 

Reporting survey results 

2.032 

-zmr 

-1.746 

-1.935 

Testimony 

-1.853 

1.020 

1.265 

1.323 

Legal actions 

1.021 

-1.259 

-1.076 

-0.963 

Personal service 

i,m 


-1.746 

-2.479* 

Constituency building 

0.000 

-Z558* 

”0.791 

-1.234 

Saa^e 

Lobbying 

0.237 

0.000 

”0.504 

0.000 

Reporting research results 

-0.950 

1.010 

0.724 

2.357* 

Reporting survey results 

”2.357* 

-3.530* 

3300* 

3363* 

Testimony 

-2.881* 

-1.291 

0.593 

-0.477 

Legal actions 

++ 

++ 

++ 

44- 

Personal service 

-Z397* 

-2.291* 

1.000 

-1,585 

Constituency building 

-2.300 

1.033 

2.749* 

2.749* 


(Comtmmd) 
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Table 2. (Continued) 

Knowledge C^mcUy Disposition ^ort 


Hotro of Repre^Btatives 


Lobbiing 

2.TO* 


1.254 

1.168 

Reportiiig re^arcli results 

-0'.744 

2.154 

2.938* 

1.630 

Reportmg siirv^ faults 

-4322* 

1.691 

-2.664* 

-0.669 

TiKtiimjay 

-2,139 

0.268 

-0.916 

0.971 

L^lactioas 

-1.124 

1.054 

-1.116 

-0.905 

Pmoaal 

0.000 

-0.395 

-1.358 

-2.065 

CoiKtiteaqr buiktiBg 

-48^* 

2.859* 

3.682* 

2.820* 


iVoiex* ++ HOC ralcrfated dtK to insiif&Kiit oMiibar of cas&&. 

* Sgmfegint at p < .01 

Rsld wAmr staiistks tiia]| fwropcmtlons. 

OncteriiMl fipniK iMlkaaB ^atistics a>tmtef pio|>c»tioiis. 

problems occurred at significantly low levels during formulation and 
administrations with thr^ targets (EPA, Senate, and House). These findings 
support Proposition 1.1(a). 

During emergence, policy makem may at best have been unaware of firms’ 
positions; at worst, targets may have misjudged firms’ positions. Because the 
issue was still emerging in the political arena, the position of firms with respect 
to international policy for ozone depletion would not have been easy for targets 
to discern. As the issue life cycle entered the formulation stage, when 
intemationai policy was being negotiated, knowledge problems with President 
Reagan persisted, though for most other targets the problems abated 
significantly. Because President Reagan was perceived as a man who did not 
want to regulate business activity (Quick, 1984), firms thought that he did not 
understand their acceptance of intemationai controls on ozone-depleting 
substances. Firms actually favored international action to unilateral United 
Stat^ regulation. It is interesting to note that the President and business 
supported the same course of action, despite firms’ perception of knowledge 
problems. By December 1988, the beginning of policy administration, most 
firms were confident that U.S. poliqrmakers knew their position on the issue 
of ozone protection. Ongoing news media coverage made firms’ positions clear. 

Proposition 1.1(b) was not tested because too few firms directed political 
acti\ity toward broad-level targets (UNEP and ECC) and external-access 
targets (ECC and foreign government executive and legislative branches). 

To mitigate knowledge problems, the firm must provide information to the 
target about its position. Firms frequently selected lobb 5 dng when they reported 
the occurrence of knowledge problems. They selected reporting research 
results, testimony and constituency building at very low rates when they 
reported knowledge problems. To get a better idea of the association between 
agency problems and selected tactics, the relationship was examined for each 
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Tabk 3. Utility of Tactics 



Mean * 

N** 

President 

Lobbyi.iig 

L290 

138 

Personal service 

L5I9 

133 

Reporting research results 

2.285 

137 

Reporting survey r^ults 

2.519 

133 

Constituency building 

2.739 

134 

le^imcffly 

2.895 

133 

Legal artions 

3.579 

133 

State E>epartment 

Personal service 

1.669 

133 

Lobl>ying 

1.674 

135 

R^mrting research Faults 

2,280 

132 

Testimony 

2.895 

133 

Reporting survey results 

3,261 

134 

Constituency building 

3.391 

133 

Le^l adio-ns 

3.462 

132 

Environmental Protection Agency 

Reporting research results 

1.518 

141 

Personal service 

1.623 

138 

Testimony 

1.784 

139 

Lobbying 

1.818 

143 

Legal actions 

3.015 

136 

Reporting survey results 

3.319 

138 

Constituency building 

3.438 

137 

Senate 

Lobbying 

1.243 

148 

Personal service 

1.705 

139 

Testimony 

2,070 

143 

Constituency building 

2.385 

143 

Reporting r^arch results 

2.406 

143 

Reporting survey results 

2.410 

139 

Legal actions 

3.511 

137 

House of Representatives 

Lobbying 

1.235 

149 

Personal service 

1.806 

139 

Testimony 

2.035 

142 

Constituency building 

2.117 

145 

Reporting survey results 

2.137 

139 

Reporting research results 

2.538 

143 

Legal actions 

3.471 

138 


(camimied) 
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Table 5, (Continued) 



Mem * 

N** 

F 0 ie%ii Gwanmoat (Execudw) 

Lobbying 

1.650 

m 

»rpic» 

1.847 

118 

RcfMMtiiig re^icb it^nits 

2.504 

119 

Rqpoitii^ survey imilts 

3.150 

120 

Tesdmoay 

3.150 

120 

Coi^inwM^ binMing 

3.563 

119 

L^al actions 

3.613 

119 

Foragn Govenuirat (L^klativie) 

Lobbying 

1.658 

120 

Peiwnaf »¥ic» 

1.948 

116 

Rcp>rtH^ le^arcb i«iilts 

2.655 

119 

RqMJrtiiig airvey imilts 

3J34 

119 

T^HBony 

3.254 

118 

CoMtitiKiM^ biiiMiiig 

3.573 

117 

L^l Aitiom 

3.593 

118 

IM Eaviimmient Programnoc 

Pfeisonal ^rvioe 

1.797 

118 

Rqwrtiiiig is^ucli lesals 

i.m 

120 

Lob%^ 

1.959 

121 

Ti^iiiiony 

3.0(K) 

119 

RqjcMtiiig snrv^ r^als 

3.420 

119 


3.551 

118 

OnMitiKncy tniidk^ 

3.568 

118 

Eiiro|»ii Comnnmity Comm^on 

Lobbyii^ 

1.645 

121 

l^isc»al»VTO 

1.805 

118 

Rs^MMtmg r^anii rmils 

2.517 

120 

Rc^MMtii^ siffVQ? results 

3.118 

119 

Tc^HBony 

3.176 

119 


3.530 

117 

Lj^«tioiis 

3.602 

118 


Nma: * s 1-4: 1 = w&l; 2 = sois»wIiM imsfol; 3 = iisdiil; 4 = not at all usefti!. 

Hwaiw of films, CNm al films imiic^wi t!K iifilky of t^rtic for lai^) 


of the five targets for which there were sufficient data to calculate Z-scores 
(President, State Department, EPA, Senate, and House). With all targets 
except the President, lobbying was positively correlated with knowledge 
problems, however, the relationship was statistically significant only for the 
House. A positive though nonsignificant relationship was found between 
personal service and knowledge problems for executive branch targets. 
However, with Senate targets, firms were significantly unlikely to select 
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peaM^nal service when they experienced knowledge problems. Testifying at 
hearings was negatively associated with knowledge problems for the EPA, 
Senate, and House; the relationship was statistically significant for the Senate. 
Other tactics significantly and negatively related to knowledge problems were 
reporting survey results with both Senate and House targets, and constituency 
building with House targets. These results provide only partial support for 
Proposition L2. 

It is apparent that lobbying is a useful tactic for relaying information to 
targets about the firm’s position. In fact, lobbying is perhaps the best tactic 
for this purpose (Berry, 1977). However, the tactics of testimony and personal 
service appear to be far less useful. Participation in administrative or 
Congressional hearings allows a firm to make its views known to important 
policy makers in a structured forum (Bryner, 1987; Epstein, 1969), and personal 
service provides opportunities for close personal contact between a firm and 
policy makers—contact in which public officials would be expected to learn 
about the firm’s views. Thus, firms might be expected to select these tactics 
to address knowledge problems. These unexpected results may be an artifact 
of the ozone-depletion case. During the time period studied, there were few 
opportunities for firms to utilize either of these tactics. Only 10 congressional 
or administrative hearings were held, and the number of testifying parties was 
limited. During the few hearings that were held, several trade associations 
representing a multitude of firms did provide testimony. Similarly, few advisory 
committees or task forces were established so participation opportunities were 
limited. 

Although reporting the results of scientific or survey research and 
constituency building also allow the firm to communicate valuable information 
to targets, the content of the communication is not the firm’s position on an 
issue of significance. When research findings are reported, the information is 
about the' substance of the issue or policy. When the firm’s constituency is 
mobilize to action, the information focuses on the attitude and opinions of 
a stakeholder group, not necessarily that of the firm. Thus, the negative 
associations between knowledge problems and reporting research results and 
constituency building are tenable. It is clear that firms understand that these 
tactics are not particularly useful for addressing knowledge problems. 

Capacity Problems 

Capacity problems exist in an agency relation when the agent is unable to 
pursue the principal’s objectives. In the case of the Montreal Protocol and the 
ozone-depletion issue, capacity problems occurred at significantly high levels 
only once: during administration, with the House. However, respondents 
reported this problem at significantly low levels several times: during emergence 
with one target (EPA); during formulation with three targets (State, EPA, and 
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Senate) and during administration with two targets (EPA and Senate). These 
findings provide only minimal support for Proposition 2.1(a). 

After the emer^nc^ stage of the life cycle has passed, the issue resolution 
pro<^s is likely to center in a particular governance structure. Capacity 
problems are likely with any target not affiliated with the governance structure. 
During administration,, the executive branch (in this case, the EPA) has official 
authori^' to addr^s the issue. Capacity problems with the House are almost 
inevitable, since House members have no official authority to administer policy. 
Also, House members are seen as insufficiently skilled to resolve the technical 
and scientific problems related to ozone-layer depletion. As one telephone 
respondent said, “Most of those people ate lawyers. What do they know about 
diemistry and menoe? They don’t even know what ‘CFC’ stands for.” Finafiy, 
the low occurrence of capacity problems with most of the targets throughout 
the life cycle supports the claim that rational firms do not include targets in 
their CPA when capacity problems stem from lack of authority. 

Proposition 2.1(b) could not hQ t^ted because very few firms directed 
Mlivity toward broad-level tarots (UNEP and ECC) and extemal- 
mx^ targets (ECC and foreign government executive and legislative 
brands). 

To initiate opacity probleim, the firm must assure that the target has 
authority ami ahiity to Althou^ politiol tactio do not address the mue 
of authority, soim may “edm^e” targets about the issue, thereby improving 
d>ilty. Firms fraiuently lobbied, provided personal ^rvio, and engagol in 
constituency building when they reported the otxurreno of capacity problems. 
Hoover, they did not report r^arch roults or testify at hearings at 
^nificantly high rate. In fact, reporting rraearch r^ults was negatively 
(fiiou^ not agnificantfy) conelatoi with opacity problems. With targets 
dkaggregatoi, rsults were soirewhat different. Lobb 3 ring was u^d at 
^nifiemfiy hi^ rates wkm tl» Sftde Department was taigeted. Reporting 
r^ardi rwults and peisonal ^vioe were rignificantly and positively correlated 
wifii opmity probfems w!^ the Prmdent was targeted. T^tifying was not 
a fi«|iieii% u^ l^^tic with any of the targets. In sevo^ mstanos, negative 
corrdarions were fouMl for tories that were expected to be used to addr^ 
opacity problons, but the relationship was statistically significant in only one 
case: personal service diiected toward Senate targets. Three other significant 
cormlations were found. Constituency building was selected at a high rate when 
the Hou^ was targeted. Witii tte EPA as target, firms were unlikely to use 
constituency huildiiig, and witii Senate targets, they were unlikely to select 
reporting survey results. This mixed bag of results lends some support to 
Proposition 2.2. Three of the suggested tactics (lobbying, personal service, and 
reporting research results) were used, at least with some targets, to eduote 
policy makers so they would have the ability to act. However, personal service 
also was negatively correlated with capacity problems with one target (the 
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Senate). FiirthenBore, for the only target with which capacity problems were 
reported at a significantly high rate (the House), the tactic of choice was 
constituency building, which is unlikely to provide education to mitigate 
capacity problenas. 

Although it is apparent that lobbying, personal service, and reporting 
research results are helpful for educating targets, the tactic of testimony appears 
to be far tes useful. As Berry (1977) suggests, testimony is sometimes viewed 
as symbolic, rather than as informative. Due to the formal nature of hearings 
proceedings, giving testimony is an ineffective way to educate policy makers 
about complex issues such as ozone depletion. 

The positive association between capacity problems and constituency 
building is not readily understood. Constituency efforts are effective neither 
at empowering a target that otherwise has no authority to act nor at educating 
targets so that they have sufficient skill to act. A possible explanation is that 
the finding is spurious or the correlation is confounded by the occurrence of 
other agency problems. In fact, as noted below, there is a positive correlation 
between the occurrence of disposition and effort problems and the selection 
of constituency building. The constituency-building tactic may have been 
selected for resolving these problems, rather than for addressing capacity 
problems. 


Disposition Problems 

Disposition problenas exist in an agency relation when the agent and the 
principal have different preferences. In the case of the Montreal Protocol and 
ozone-layer depletion, disposition problems occurred at significantly high levels 
during formulation and administration with the EPA and during 
adnunistration with the House. These problems occurred at significantly low 
levels during emergence with the President. These results support Proposition 
3.1(a). As public-policy issues progress through the life cycle, multiple interest 
groups with heterogeneous positions emerge. Few interest groups were actively 
involved in the ozone-depletion issue during emergence (1985 and 1986), but 
more became active later. For example the Alliance for Responsible CFC 
Policy, an industry organization formed in 1980, limited its activities to calls 
for additional research on CFCs until late 1986, when it began to oppose 
regulation of ozone-depleting substances more vigorously. About the same 
time, the Natural Resources Defense Council (NRDC) also became actively 
involved in ozone depletion as an international issue, promoting an 
international agreement to address the problem. Earlier, the NRDC had 
focused almost exclusively on promoting unilateral U.S. ozone-protection 
regulations. 

Part of Proposition 3.1(b) could not be tested because very few firms directed 
political activity toward broad-level targets (UNEP and ECC) and external- 
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access targets (ECC and foreign government executive and legislative 
branch^). 

The proposition that disposition problems are more likely to occur with 
legislative than with executive function targets was not supported. Disposition 
problen^ were frequently cited in the agency relation with the House during 
one time period (administration) and with the EPA during two time periods 
(formulation and administration). As explained above, disposition problems 
were expected to be greater with legislative branch targets because of the 
legislators’ dependence on members of business interest groups for votes in 
future elections. In this case, however, there was little difference in the 
oixurrence of disposition problems between the two functional areas. This 
result stems from the lower-than-expected occurrence of disposition problems 
with the Senate. 

Disposition problems with the Senate were low primarily because so little 
was expected from the Senate. Early in the issue development, the position 
of most firms was to oppose unilateral United States regulation of ozone- 
depleting compounds while reluctantly accepting the move toward 
international regulation. Although there were a few Senate bills proposing 
restrictions on CFCs and related substance, none of them were brought to 
the Senate floor for a vote; the committees in which the bills were introduced 
postponed action on them while intemational negotiations proceeded. Thus, 
although U.S. firms were concerned about the potential for unilateral 
regulations, they were satisfied that Senate actions were largely symbolic efforts 
intended to put pressure on intemational negotiators. After the Montreal 
Protocol was signed in 1987, the dispositions of U.S. firms and of the Senate 
converged: both want^ the treaty to be ratified. 

To resolve disposition problems, firms provide incentives to targets to change 
their position. As expecrted, firms were significantly likely to select constituency 
building when they reported disposition problems. Surprisin^y, they were also 
likely to report research results and give tetimony. Lobbying and personal 
service were reported at significantly low rates. With targets disaggregated, 
r^ults vary. Constituei^ building was significantly and positively correlated 
with disposition problems for the Senate and the House; however, reporting 
survey results was related to disposition problems positively for the Senate and 
ne^tively for the House. Neither tactic was associated with disposition 
problems for executive branch targets. Other tactics for which significant 
relationships were found were lobbying the State Department (positive) and 
reporting r^earch results to State (negative) and the House (positive). These 
results provide some support for Proposition 3.2. 

Qearly constituency building provides incentives to policy makers, especially 
those in the legislative branch, to modify their views. Constituents’ letters, 
telephone calls, and other communications with policy^ makers state their own 
views, which are similar to firm’s positions. Officials may be motivated to alter 
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their disposition in favor of firms, since constituents imply (or state directly) 
that votes in future elections are partially dependent on officials’ action on this 
issue. Reporting survey results has the same type of effect, but may not be 
as compelling. Though the purpose of survey reporting is to tell targets that 
many voters support the firm’s view on ozone-protection policy, the 
communication is not direct: a firm that uses the tactic is providing only indirect 
evidence of voter support, and targets may choose to disbelieve it. Despite the 
fact that survey reporting has somewhat lower utility than constituency 
building, it is puz^ng that firms would use the tactic with members of the 
Senate, but not with members of the House. Once a firm has conducted a 
si^ey, it ought to report the results to as many targets with whom there are 
disposition problems as possible. Telephone respondents could not explain this 
finding: they asserted that survey results reported to the Senate should also 
be reported to the House. 

The use of informational tactics for addressing disposition problems, at the 
aggregate level and particularly with State Department and House targets, also 
requires explanation. For aggregated targets, the informational tactics of 
testifying and reporting research results were selected; for the State 
Department, the informational tactic selected was lobbying and for the House, 
it was reporting research results. These tactics were used to provide information 
to targets to persuade them of the correctness of the firm’s position. However, 
the reporting of research results to members of the House is indeed curious. 
Respondents rated the tactic as only slightly useful with House targets (2.538 
on a scale where one is very useful and four is not at all useful). Furthermore, 
seyer^ telephone respondents indicated that it would be futile to report 
scientific information to elected officials, because most politicians do not have 
si^cient training to understand it. Thus, this is a second finding about 
disposition problems with House members that is not readily explained. 

Effort Problems 

Hfort problems arise when the agent is not diligent in pursuing the principal’s 
preferences. In this case, effort problems occurred at significantly high levels 
during formulation with two targets (Prraident and EPA) and during 
administration with the EPA only. Effort problems occurred at significantly 
low levels during emergence with the President. These results refute proposition 
4.1(a). Thy result can be explained with special consideration of the ozone- 
depletion issue. Most emergent issues receive little consideration because so 
many other issues which have developed further through the life cycle are 
competing for targets’ attention. This one, however, received considerable 
attention from President Reagan dming the period of emergence. In the mid- 
1980s, the President acted as a ’’banner-bearer.” He effectively relayed the 
message to Congress and to the world that ozone-protection policy would have 
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consequences for the competitiveness of many firms and industries, and that 
consistent international policies were appropriate. Thus, for this issue and these 
firms. President Reagan served as an international “policy entrepreiieur” 
(Wilson, 1980), exerting effort on behalf of the firms’ interests. As the issue 
evolved, however, the President^ efforts waned. By the end of 1986, it was 
clear that the U.S. negotiating team at ozone^epletion talks would comprise 
State Department and EPA officials. Firms that expected the President to 
continue to act as a policy entrepreneur perceived that his efforts on their behalf 
were Furthermore, the EPA did not pursue exactly the same course 

of action as the President had; EPA officials focused more on science and 
technology and less on global competitiveness. Thus, its efforts, too, were 
pcr«»¥^ as defkieiit 

Proposition 4.1(b) could not be tested because very few firms directed 
political activity tow’ard broad-level targets (UNEP and ECC) and extemal- 
arress targets "(ECC and foreign government executive and legislative 

As with disposition problems, effort problems are resolved by providing 
incentives to targets to chan^ their priorities. When targets were aggregated, 
no tactics were selected at significantly high rat^; lobbying and personal service 
were at significantly low rat^. When targets were disaggregated, the 

same tac^cs w'ere selected at significantly low rates for the EP A. Constituency 
building w'as significantly and positively correlated with effort problems for 
the Senate and the House. Also with the Senate, reporting survey and research 
results were frequently selected tactics. Thus, Proposition 4.2 received some 
support with i^pal to le^lative branch targets. 

As noted in the discussion above on disposition problems, the purpose of 
both constituency^ budding and reporting survey results is to suggest to targets 
that many voters support the firm*s view% thus persuading targets to exert more 
effort with r^pect to the policy issue in question. Thus, the finding of 
constituency building as a frequently selected tactic with effort problems is 
reasonable. The differences in reporting survey results to Senate and House 
HKinbCTS cannot readly he explain^. 

Additionally, the reporting of r^earch results to members of the Senate is 
unexpected. Respondents rated the tactic as only slightly useful with Senate 
targets (2.410 on the four-point scale). Furthermore, telephone respondents 
indicat^ that elected offidais do not have sufficient training to understand 
scientific data. Thus, this is a second finding about effort problems that is not 
readily explaii«l. 

International and Foreign Targets 

As noted in the discussions above, the United Nations Environment 
Programme (UNEP), the Commission of the European Community (ECC), 
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and the executive and legislative branches of foreign governments were targeted 
by very few firms. This might suggest that United States firms are unaware 
of or unconcerned with the actions of these policy makers. However, a more 
reasonable interpretation of this finding is that it is more costly to direct CPA 
toward these targets than toward U.S. targets. Many of the surveyed firms 
are relatively small and only moderately profitable. These firms have neither 
the resources nor the expertise necessary to direct CPA toward international 
or foreign targets. In fact, the firms that included these targets in their CPA 
were the largest and the most profitable firms in the sample (the 92nd percentile 
in size and the 93rd percentile in profits). 

Comparison by Profitability and Size 

As expected, hi^-profitability (HP) firms were more likely to engage in CPA 
thm low-profitability (LP) firms, and large firms were more likely to be politically 
active than smaU firms. Both differences were statistically significant (p < .01). 
When analyzed by time period, HP firms were significantly more likely than LP 
firms to engage in political activity during issue emergence and policy 
formulation, but the differences were not apparent during policy administration, 
due to mcreased participation by LP firms. Early in the life cycle, the LP firms 
may have been “free-riding” on the CPA of the HP firms. Alternatively, they 
may have engaged in coUective political action through their trade associations 
In fact, durmg emergence and formulation, several trade associations did engage 
m political activity. Once ozone-protection policy went into effect, LP firms may 
have felt compelled to try to mfluence policy makers direcrtly. 

More interesting than the differences in the extent and timiTig ©f CPA were 
the differences in problems and tactics. HP firms were more likely than LP 
firms to indicate that they experienced knowledge or no problems with selected 
targets and to utilize the tacrtics of reporting research results and personal 
service and less likely to use the tactics of testimony and constituency building 
The higher incidence of knowledge problems with HP firms appears to be 
related to the time periods in which CPA was done. As noted, HP firms were 
more likely than LP firms to engage in CPA during emergence; knowledge 
problems were higher during that time when the ozone issue was poorly 
understood, even among active participants in the process. The reporting 

of no problems with targets among HP firms may be due to a historical factor 
K not explicit in these data. Since the HP firms are more likely to engage 
m CPA with respect to all issues, they may have, over time, built good working 
relationships with some of the targets. They might therefore be less likely to 
expenence difficulties in their agency relation with the targets (see Bagby 
W^ck, & Stevens, 198'^. In fact, telephone respondents from HP firms did 

that they had built positive working relationships with several public 
ofncials and their aides. 
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The difference in the tactics nsed by HP and LP firms can be attributed 
to r^mirces available for CPA. HP firms are more likely to have the resources 
necessary for conducting scientific research than are LP firms. Similarly, they 
are more likely to have sufficient resources so that they can spare an executive 
during the time that he or she serves on a task force or advisory committee. 
LP firms, on the other hand, are more likely to rely on tactics that are less 
costly. The costs of testifying at hearings and of mobilizing employees or other 
stakeholders to ^:tion on behalf of the firm are relatively low. 

Similar differences were foimd between large and small firms. Large firms 
were more likely to engage in CPA than small firms only during policy 
formulation: the differences during emergence and administration were not 
significant, due to very low participation by large firms during emergence and 
high participation by small firms during administration. Like small firms, large 
firms appeared to be reluctant to become involved early in the issue. As 
described above for LP firms, onc^ ozone-protection policy went into effect, 
small firms may have felt compelled to try to influence policy makers. 

Large firms weie more likely to indicate that they experienced knowledge 
problems with targets and 1^ likely to indicate that they experienced 
disposition problems. Also, they were more likely to utilize the tactics of 
reirating r^aich faults and i^monal ^rvic« and less likely to use the tactics 
of t^timony and constituency building. The explanations for these findings 
are fMiralel to thc^ for the differences between HP and LP firms. However, 
me fiiMiipg must explained. As with HP firms’ reporting of no problems, 
large firmsTower reporting of disposition problems may be attributable to well- 
developed working relationships between the firms and policy makers. 

SUMMARY AND CONCLUSION 

The mktionsMiB. su^Ktoi by thrae data are consistent with the model 
dociilwl m'fier, although some of tte propositions were not supported. The 
ttejretiral c»iM»pt that the -agency paradigm provides an enlightening 
foundation on which to base our understanding of the relation between 
business finns and pubEc officials is supported. Firms experience problems 
in their relations with policy makers, and their occurrence is dependent on both 
the type of agent (target) involved and the stage of the issue life cycle. These 
probkms nmy he reasonably characterimi as agency problems, although it 
is improbable that a firm would explicitly identify them as such. Indeed, 
telephone respondents were intrigued about the agency problems that were 
listed on the questionnaire. Among the 14 telephone respondents, 12 stated 
that the four problems exhaust the possible kinds of difficulties that arise in 
their relations with policy makers. Furthermore, the political tactics employed 
by firms help to diminish the agency problems that have arisen. 
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Several generalizations may be made about the relationships between 
variables. First, firms experience different agency problems with targets as an 
issue develops from emergence through formulation and administration. 
Knowledge problems are more likely to arise early in the issue life cycle, while 
capacity, disposition, and effort problems are more likely to arise later in the 
issue life cycle. 

Second, the occurrence of agency problems is related to the target of political 
activity. The differences in problem occurrence attributable to level of target 
and access to target could not be assessed based on this study because so few 
firms targeted international targets or targets to whom access was external. 
However, some differences in problem occurrence related to function were 
found. Firms were more likely to experience disposition and effort problems 
with executive branch targets, rather than with legislative branch targets, a 
finding contrary to the propositions. 

Third, because the various political tactics are not equally useful for resolving 
different agency problems, there is a relationship between the problems that 
firms experience with targets and the CPA tactics they utilize. Firms select the 
tactics of lobbying with all four agency problems across all stages of the issue 
life cycle and with all types of targets. However, they select it less often for 
addressing effort problem or with the EPA as a target. Firms report research 
results most often to targets that are perceived as having scientific expertise. 
Reporting the results of surveys and engaging in constituency building efforts 
are used only with targets that are highly dependent on their constituencies 
(legislative branch targets) and only for addressing disposition or effort 
problems. Firms’ propensity to select the tactic of testifying at hearings is 
dependent on the opportunities to do so. Such opportunities are more likely 
to occur during formulation and administration. Perhaps because of the high 
costs associated with legal action and the minimal opportunities to use the 
tactic, firms are unlikely to engage in legal actions as a political activity. 
Personal service is a highly useful tactic for addressing knowledge problems, 
but opportunities to serve are not plentiful. 

Finally, the political activity of firms is clearly related to organizational 
variables of profitability and size, as reported in previous studies. Only large 
and profitable firms are likely to target foreign or international policy makers. 
These firms are better equipped to implement such tactics as reporting research 
results (they can afford to do the research) and personal service (they can spare 
the executive talent or a short period of time). Smaller or less profitable firms 
are most likely to select tactics that are less costly, such as constituency building. 
Finally, larger or more profitable firms are less likely to experience as many 
agency problems in their interactions with targets than are their smaller or less 
profitable counterparts. 

This research makes a substantial contribution to the study and 
understanding of corporate political activity. The study establishes that the 
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agency paradigm provides an appropriate and useful foundation upon which 
to base our understanding of CPA. By characterizing the relationship between 
firms and public policy officials as one of agency, we begin to understand its 
complexities. Furthermore, by identifying distinct problems to be resolved, 
agency theory suggests avenues for reducing those complexities. 

This study has been an exploratory undertaking. It is useful for clarifying 
the variables that are important in the selection of CPA tactics, though the 
precise nature of the relationships among some of the variables is yet to be 
determined. A number of interesting theoretical and empirical questions remain 
to be answered: 


Interaction Effects 

In the study reported here, interactions among the independent variables 
were apparent, but they could not be assessed with the available data. It seems 
certain, however, that the appropriate target of CPA varies with policy type 
and stage of the issue life cycle. We should assess the extent to which firms 
alter the targets of their political behavior as issues pass through the life cycle. 
Also, the life cycle proceeds differently with different policy types and this ma y 
affect targets of CPA. What, then, are the interactions between the independent 
variables of target, issue life cycle and policy typel 

Effectiveness 

This study assumed that firms rationally select political tactics based on their 
probability of resolving agency problems. However, it did not assess whether 
the tactics are effective. The study of effectiveness of business or political 
strategy is difficult, but not intractable. Our understanding of CPA and the 
practical knowled^ we can bring to bear on real managerial problems dictates 
that we determine whether tactics actually do alleviate agency problems as 
suggested herein. To what extent do political tactics resolve or mitigate agency 
probkmsJ 


Leveraging 

It is uncommon, indeed, for firms to experience just one t5q)e of agency 
problem with political targets. Firms might, therefore, choose political tactics 
that address multiple agency problems. A selected tactic might not be the best 
way to resolve any observed problem; however, it may be a second-best way 
for addressing them. Firms may choose to optimize their response to multiple 
problems, rather than maximizing their response to any one problem. When 
multiple agency problems occur, what combination of political tactics is useful? 
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This study found that few firms engaged directly in CPA at the international 
level, despite their keen interest in the outcome of international negotiations. 
Furthermore, many firms targeted members of Congress during stages of the 
issue life cycle when the executive branch would logically have greater control 
over the policy process. To some extent, it appeared that firms directed political 
activity toward targets with which they were familiar, rather than toward 
targets best positioned to serve their interests. Their intention may have been 
to induce the policy makers they targeted directly to act on their behalf by 
influencing other policy makers. However, we cannot come to such a 
conclusion based solely on this study. We should consider whether firms try 
to create agency chains, by engaging agents to influence other agents. To what 
extent do firms use one agent to resolve problems in their relationships with 
other agentsl 

These and other interesting and important questions can be answered, 
provided future research is theory-driven. The agency paradigm provides the 
foundation for such research. 

(Appendix follows) 
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NOTES 

L Of course, ozone depletion poEcy has economic, political and technological implications. 
Economic implications include change in the cost structures of firms and industries and potential 
tax increases. Political implications include power strug^es between different national 
governments and between domestic structures of the United States government, as well as 
reputational impacts on firms for the stance they take on propo^ policies. Technological 
impEcations include the need to develop alternatives for ozone depleting substance. However, 
because the intention of ozone depletion poEcy is to prevent environm^tal destruction for the 
pubEc good, it is social poEcy. 

2. The propositions make no reference to variations based on poEcy type, because it remained 
constant in this study (sodal poEcy). However, the propositional analysis can be extended to 
include variations in poEcy type (see Getz, 1991). 

3. Operational definitions of the variables are given in the survey shown in the Appendix. 

4. The rigorous level of p < .01 was used to measure significance for two reasons: (1) chi- 
square analyse can be distorted by large sample sizes, sometimes producing “false positives” or 
Type II errors; and (2) this was an exploratory data analysis, and, thus, it ought to be dbaracterized 
by the prindple of skepticism (Hartwig & Dealing, 1979). 
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GROWTH STRATEGIES AND 
CORPORATE TAXATION: 
POmiCS AS CAUSE AND EFFECT. 

hH 

Cathie Jo Martin 


INTRODUCTION 

Confronted with the corporate changes in the Tax Reform Act of 1986, a well- 
educated Martian might conclude that American business had slipped from 
its privileged position. The reform act was expected to shift about $120 billion 
from individual to corporate taxpayers. Although the act reduced the corporate 
rate from 46% to 34%, it eliminated or greatly scaled back most of the selective 
incentives developed over the years to promote economic growth. The expEdt 
rationale for these changes was to instUl horizontal equity into the system and 
to get government out of the business of directing investment decision.^ 

Our intergalactic observer would also be surprised by the nature of the poUc^ 
process which delivered the reform act. The politics of reform was veiy “state- 
centered,” in that, politicians initiated the policy and legislators sought to 
r^trict business involvement during the legislative process. Although a segment 
of the business community supported changes in the distribution of the tax 
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burden, policy entrepreneurs clearly led the initiative and limited concessions 
to special interests with a zero-sum rule demanding that all changes be revenue 
neutral (Bimbaum & Murray, 1987, pp. 17-22; Conlan, Wrightson, & Beam, 
1990). Special interests were also excluded through a high degree of 
bipartisanship. Although this cooperation ebbed and flowed, interparty 
agr^ment kept reform moving forward at critical junctures. 

How can we explain this fairly profound shifting of the tax burden back 
onto business, and the relatively limited role of corporate interests in legislating 
this policy? In this paper, I argue that the unusual features of the Tax Reform 
Act of 1986 reflected a pronounced change in the way that government leaders 
viewed economic growth, and a new politics to achieve that growth. Tax reform 
attempted to fundamentally reconstruct corporate taxation around very 
different assumptions about accumulation, what we might call “postindustrial” 
growth. This view suggested that the tax incentives for investment in capital- 
intensive manufacturing industries no longer served their purpose. Inv^tment 
in human resource and in information-intensive activities was as important 
as the expansion of plant and equipment, and should not be discriminated 
against by the tax code. 

The reduce role for business must also be understood as a byproduct of 
the new approach to economic growth. The new growth strategy compelled 
a very different role for the state in the economy and a different kind of politics 
from the old order. The tax investment incentives were created in the 1960s, 
at a time when Keyn^ian economists prescribed government intervention for 
ojonomic and social ills. Executive branch entrepreneurs sought support from 
alli^ in the business community to carry out these Keynesian mandates. Thus, 
increase busings partidpation in policy making was an outgrowth of 
iiMea^ state intervention in the ^x>nomy. 

The growth prescriptions underlying tax reform in 1986 favored tax 
neutrali^% Im government direction of private investment decisions, and 
generally Ims intervention into the economy. This scaled-back role of the state 
su^^ted a scaled-back role for special interests as well. In a policy would of 
r^uc^ state intervention, political entrepreneurs had less reason to mobilize 
their private sector allies. Hius, the new growth strategy affected both the policy 
process and content of tax reform. 

The tax reform case illustrate an essential truth about corporate political 
l^havior ^that the levels and forms of business participation are greatly 
influenred by the economic goals and assumptions of government actors. How 
poEcy makers think about economic growth shapes their view of the 
appropriate corporate role in the political proems. Thus, there is a relationship 
be tween the overarching growth strategies guiding state intervention in the 
economy and the level of business activism. 

Corporate activism is tied to economic gr wth strategies in the following 
way. First, business political activity reflects not only corporate America’s own 
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decision to mobilize, but also political leaders’ actions to stimulate private 
sector participation. Thus corporate political activity can stem from either 
bottom-up activism or from top-down mobilization by government agents who 
view business as an important source of support (Martin, 1989). Second, 
different goals for economic growth elicit different levels and types of state 
intervention. Consequently, political leaders’efforts to cultivate corporate allies 
will be shaped by what the former want to achieve. Third, when the ruling 
political coalition becomes committed to an economic path, a repertoire of 
political interventions becomes more desirable. Thus, economic development 
has an intemal logic that lends favor to certain forms of political arrangements 
over otheis. Overarching economic strategy suggests certain political forms. 
Thus in thinking about the sources of business activism, one must not overlook 
the larger economic ends to which such activism is directed and state efforts 
to guide business toward those ends. 

THE PRIVILEGED POSITION OF 
BUSINESS AND GROWTH STRATEGIES 

The relationship between economics and politics has been a question of 
perennial interest for political scientists. A wide range of theorists from 
structural Marxists to modernization theorists recognized a primacy of 
economic systems in political life. Marxists argue that economic systems have 
a functional need for certain kinds of political arrangements to maintain their 
reproduction. Political superstructures serve functions for economic 
development such as assuring accumulation and maintaining the hegemony 
of the dominant class. Poulantzas, for example, argued that the historic shift 
from feudalism to capitalism created the need for a different kind of states. 
No longer was a directly-coercive political apparatus necessary to maintain the 
relations between classes. The seeming free exchange of labor for money under 
capitalism allowed class relations to be negotiated outside the state sphere 
(Poulantzas, 1978). In advanced capitalist countries, states will not make policy 
that goes against the interests of the dominant class, because the government 
depends on that class for its own financial continuance. Thus, Lmdblom (1977) 
argues that business enjoys a ‘‘privileged position” vis-a-vis government by 
virtue of its control over investment decisions. 

Modernization theorists share a bias for the primacy of the economic. They 
believe that convergence will take place between governments in all like 
sodeties. Skowronek argues that the traditional modemization view of state- 
budding saw political development as “the natural and adaptive reaction of 
governments to changing conditions” (Skowronek, 1982, p. viii.) Huntington 
argues that economic systems at certain stages of development have structural- 
functionalist requirements for political institutions.^ 
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The idea that political process^ are guided by economic structures is also 
found m the literature on corporate strategy. Stiver (1971) and Posner (1971) 
develop an economic theory to explain when companies will organize 
coDectively to seek the benefits of regulation. Porter (1980) expands this 
analysis of the industrial sector characteristics which influence the rules of and 
strategies for competition. Ferguson (1984) uses an industrial sector analysis 
to understand firm involvement with public policy. 

The argument that political behaviors are, in a sense, determined by the 
economic S 5 «tem has been criticized on four general grounds. First, the 
nucrofoundations of this abstract relationship are ignored. If one accepts that 
certain kinds of political behaviors are functional for economic systems, one 
must, none the less, identify the somce of this judgment call. As soon as one 
mtrodui^ an element of human discretion into this relationship, perception 
becomes important. This may help to explain the anomaly identified by Block: 
^e policies are not always functional, even though they are supposed to fulfill 
functional ends. (Block, 1977, pp. 6-28). 

Second, this systematic influence of economic systems on political 
development negl^rts tlie separate and somewhat independent workings of the 
state. Government institutions have a logic and a politics of their own that 
^ political development (Evans, Rueschemeyer, & Skocpol, 

1985). Historically dependent events can redirect political evolution onto new 
^th^ Some polides pose a greater threat to disinv^tment than others; 

erefore, some will be more subject to economic constraints tbari others 
(Pierson, 1991). 

Tliirid, eamomic growth affects tte various parts of the busine^ community 

^^y. VariedecononucpolidescreatedifferentwinnersandlosersfKurth, 

1979, Gourevitch, 1977). Therefore, unified opposition to investment- 

ativily lardy cxxtirs. 

Hnally, growA iMf is not a unified concept; rather, tlKre are a number 
^wasstocombiTOnsouicra to prodiffieeconoinic growth. Sta^ of economic 
^^^n^t are more indeterminate than is often ^±nowled^. Aglietta 
(198"^ argiffi that these various avanues to growth require 
VMy diffra^ poHtkal institutions to perpetuate growth and reproduce the 
sj^tem. CIioH* of gowth strategy becomra a point of contention; new 
appo«jKs are arrived at through poli&al strug^. 

criticisms surest a i»imary of the political—the resolution of 
jrohtical conflict, both within the state and within business, determines the 
choH* of ecoiiomk growth ^rategies. Ratho- than economic systems creating 
a tocuonal elemand for a certain kind of pohties, political developments 
dehver strategies for economic growth. Much of the recent work on corporate 
political strategies emphasizes the political institutional origins of business 
preference and mobilization. Thompson (1982) points out that the firm has 
multiple objectives and riiould be viewed as a “nonunitary actor” with 
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conflicting and ambiguous interests. Fligstein (1990) suggests that the 
organizational field in which a firm is located helps the company to interpret 
its interests and to arrive at its objectives. Best (1990) argues that firms are 
guided in their choices of competitive strategies by national modes of 
regulation. Jorde and Teece (1989) and Littlejohn (1987) suggest that the main 
thrust of corporate competitive strategy in the United States is changing as 
managers rethink the right balance between competition and cooperation. 
Preston and Post (1981) urge political action for corporate social 
responsibility. Yoffie (1984) applies the concept of strategy to the political 
realm in a discussion of why some companies emerge as political 
entrepreneurs. Vogel (1989) and Harris (1989) tie the political mobilization 
of business in the 1970s to the changes in the regulatory climate. 

While I am in enormous sympathy with this perspective, I am hesitant to 
rule out the obverse relationship: overarching economic strategies can also 
delineate political ones. Rather there also seems to be a reciprocal systematic 
influence of economic growth strategies on political processes. Once 
co mmitme nt is made to a course of growth, economic ambitions predispose 
a certain kind of politics. Since political institutions are essential to implement 
the tasks necessary for economic growth, the choice of growth strategy must, 
in turn, delimit the choice of political institutions. 

During periods of crisis the political institutions responsible for coordinating 
economic growth become objects of contention. The resolution of the aisis 
entails the creation of new institutions or the transformation of old ones. At 
this point the fluidity of the crisis period is replaced with a more stable order, 
and institutional rigidity sets in. One in place, the institutions of the new order 
have a systematic effect on politics (Hall, 1986). Politics then can be said to 
constitute both cause and effect. Overarching growth strategies are politically 
constituted as outcomes of historically contingent political struggle. But, once 
in plac^, these growth strategies create a need for certain forms of political 
action in both the public and private spheres. 

This insight has been used to explain changes in national political systems. 
The perception of a failed economic regime contributes to the rejection of the 
system of politics surrounding it. Schmitter speculates that “qualitative changes 
in the production process” may signal an end to corporatism. The new 
productive processes will no longer necessitate national macroeconomic 
standards; rather, policies to improve productivity and competitiveness will 
be in order (Schmitter, 1989, pp. 69-70). Goldthorpe writes that convergence 
theorists assumed that modem capitalist polities would converge in a political 
order called “pluralistic industrialism.” Yet, convergence theory was a product 
of its time during the Keynesian boom; in an era of economic decline, there 
is no place for this theory (Goldthorpe, 1984, pp. 317, 322). My argument here 
is that overarching growth strategies also have a systematic influence on 
private-sector political organization as well. 
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In the following pages I show how changes in these general growth 
strategies explain the radical shifts in direction of corporate taxation. First, 
I review the commercial Keynesian system in place in the 1960s and the 
politics supporting that system. Second, I discuss the decline of Keynesianism 
and the search for a new order. In the late 1970s, policy makers experimented 
with hyperaccumulation, which rejected Keynesian demand management 
and focused exclusively on capital investment. Third, I examine the Tax 
Reform Act of 1986 and suggest that this legislation represented an entirely 
new set of assumptions about growth. I illxistrate how the emerging strategy 
evolved through political struggle. Finally, I discuss how the new 
assumptions about growth explain the change in politics surrounding tax 
reform. 

THE COMMERCIAL KEYNESIAN GROWTH STRATEGY 

The postwar American economy w^as organized around a commercial 
Kejmesian growth strategy (Caheo, 1982; Collins, 1981; Greenberg, 1985; Stein, 
1984). This growth strate^ had several main components: 

♦ capital-intensive mass production with exceptionally high productivity 
growth rates; 

♦ high levels of mass consumption to provide a market outlet for the 
tremendous output delivered by this mode of production; and 

♦ considerable government regulation of the macroeconomy to coordinate 
production and consumption, maintain adequate levels of each, and 
provide a state climate for economic growth. 

The federal tax system was one of the institutional props included in this 
growth strategy. The individual income tax was made progressive to stimulate 
demand. A progressive rate shifts the tax burden off of those lower-income 
individuals who are most likely to use additional resources for consumption. 
Corporate taxation was used to stimulate investment and savings and attend 
to the supply-side requisites of growth. Adequate investment was seen as 
mential to the capital-intensive mass-production strategy (Canterbury, 1968). 
The tax burden was mampulated for macroeconomic stabilization purposes: 
raising taxes in a boom, lowering them in a recession. 

Over time, this emphasis on investment had a significant impact on the 
pattern of corporate taxation. Between 1954 and 1982, the effective tax rates 
of many sectors decreased dramatically through the creation of selective tax 
incentive to stimulate grotvth. The largest of these incentives were the 
investment tax credit and accelerated depreciation. The investment tax credit 
allowed firms to subtract $90 billion from their tax bills between 1962 and 
1981. Between 1954 and 1980 the accelerated depreciation allowance added 
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up to almost $30 billion in tax expenditures. And after the passage of the 
Economic Recovery Tax Act of 1981 (ERTA) the depreciation allowance was 
expected to be worth $30 billion a year (Lugar, 1984, pp. 204-205). 

The emphasis on investment contributed to the decline of the corporate 
tax share. In 1955, corporate taxes were 27.3% of total federal budget receipts; 
by 1983, they were down to 6.2% (Pechman, 1983, p. 353.) Also, the capital- 
intensive investment orientation precipitated a fairly profound redistribution 
of the tax burden among industrial sectors. Businesses benefited differently 
from the selective growth incentives. Feld (1982) found the selective incentives 
to disproportionately benefit large corporations. Lugar suggested that tax 
incentives were disproportionately available to firms with capital-intensive 
production processes, growing markets, large-scale operations, and high 
profits. Using 1975 data, he found that the “receipt of new tax credits per 
dollar of net income” to be as low as $.0004 in the food and food-processing 
industry and as high as $0.71 in the lumber and wood products industry (pp. 
36-37). 

Since a firm’s tax burden was affected by its ability to use the selective tax 
incentives, there was a significant change in the distribution of the corporate 
income tax. By 1980 capital-intensive manufacturers were paying much lower 
effective tax rates than labor-intensive manufacturing and service sectors. Tax 
Notes surveyed the 1980 tax burden of major corporations in different 
industrial sectors and found the following: Metal manufacturing had an 
effective tax rate of 11.8%; paper and wood products, 11.1%; transportation, 
11.9%; utilities, 8.5%; and chemical firms, 8,3%. By comparison, labor- 
intensive sectors were much higher: publishing and printing was 38.2%; food 
processing, 36.3%; food retailers, 31.5%; and nonfood retail 27.2%. High- 
technology firms, also labor-intensive, paid high effective tax rates as well: 
electronic and appliance firms paid 33.5%; instrument companies, 39.7%; and 
office equipment, 23.0% (Tax Analysts, 1981). 

The coimnercial Keynesian growth strategy required a high degree of state 
intervention in the economy. This expanded government economic agenda led 
to a mobilization of business interest for several reasons. First, mobilization 
of societal interests (especially in the form of corporatism) was used as a 
mechanism for order. The Keynesian state greatly expanded benefits. Interests 
mobilized to take advantage of these benefits, and the state set out to organize 
th^e interests in order to reduce demands and prevent overload. The 
corporatist system was thus a way to rationalize decision making, which was 
made necessary by the expansion of public policy (Schmitter, 1979, p, 74). 
Corporatism also regulated class conflict, especially in the areas of distribution 
of national income, structure of industrial relations, and economic policy 
(Schmitter & Lehmbruch, 1979, pp. 151, 170). 

Second, the government sought interest-group participation in the 
implementation of public policy. Interest involvement was essential to state 
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p lanning in order to bring major interest groups together and negotiate 
agreements (Schonfieid, 1965, p. 231). Those who carry out the plans must 
be involved in dedsion making. For Streech and Schmitter, private-interest 
government had functional advantages for implementation, making policy 
more practical, realistic, and legitimate (Streek & Schmitter, 1985, p. 22). 

Third, as macroeconomic mana^ment problems increased in the postwar 
period, governments looked for “Institutional and ultimately political 
substitutes for the declining efficiency of market mechanisms” (Goldthorpe, 
1984, p. 325). Thus, countries with very different patterns of business- 
government relations have demonstrated a similar impulse toward greater state 
reliance on private interests. In the United States, reliance on private interests 
partially compensated for the limited capacity of the American state. Keynesian 
macroeconomic intervention demanded much more governmental intervention 
than before. R^ponsibility for manning the macroeconomy feU to the 
Pi^ident, yet the executive branch received no additional power to accomplish 
its new task (Weatherford, 1985). Share jurisdiction with Congress hindered 
Fr^idents from pursuing the new course of macroeconomic management, 
especially since increased government intervention was resisted by 
cxin^rvatives from both partis. 

The Democratic presidents of the 1960$, Kennedy and Johnson, responded 
to their dilemma of responsibility without power with a political innovation, 
the cOiaMon strat^. Tbem growth-orient^ pr^dents began to cultivate 
business allies to mobilize support for their ^onomic agenda, and to fight their 
opponents in other branch^ and partis. Althou^ business people have always 
primed pofitical figure, and prraidents have always consulted with leadem 
of industry, the 'coaltion strategy repre^nt«l a new innovation. The 
mobilization of burins was much more systematic: trade associations 
reprinting entire industrial ^^ors wre organized by presidential staff. 
Busini-liaison advisors in the exomtive branch urg^ business groups to 
activate a political ex|^rti, hitherto underdevelopwl in these organhations. 
Thus, the ri of teadc a^odations on the Amaican poHtical scene was neither 
a spontaneous response to the rrfonnist polides of the late 1960s and early 
19'H)s> nor to the structural reforms emasculating party and Congress.^ Rather, 
the executiw branch encoura^i the expansion of interrat groups as political 
or^nizations even l^ore structural chan^ in Congress and reformist policy 
inhiativra (Martin, 

THE HYPERACCUMU^ RESPONSE 

The economic decline of the 1970s called into question the Keynesian growth 
strategy. The most visible aspect of the economic decline was a starding drop 
of the produrtivity growth rate. From 1948 to 1966, United Statra productivity 
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grew at an annual rate of 3.3%; from 1966 to 1973, 2.1%; and from 1973 to 
1978,1.2% (Wolff, 1985, p. 32). Although the productivity growth rate declined 
elsewhere, the problem was especially severe in the United States. Parallel to 
the productivity problem was the decline of the U.S. competitive position in 
the world economy. The merchandise trade balance first went into deficit in 
1972; by 1984, it was in the red by $140 billion (President’s Commission on 
Industrial Competitiven^s, 1985, p. 13). 

Problems with sustaining growth led to suffering among business and labor. 
The average net after-tax rate of profit of domestic nonfinandal corporations 
dropped from nearly 10% in 1965 to less than 6% by the second half of the 
1970s (Harrison and Bluestone, 1988, pp. 115-117). Total real wages for the 
manufacture of durable goods dropped by 17.5% between 1973 and 1986; for 
nondurable goods, by 9.7%. 

The slowing of the economy cast doubts on commerdal Keynesian growth, 
bringing regulatory policy, sodal welfare spending,and the tax system all under 
scrutiny. Initially , Keynesian demand management came under attack and the 
balance between supply and demand shifted decisively in favor of supply-side 
incentives. Later, as we shall see, the supply-side measures would also be 
challenged. 

A new breed of neoclassical economists captured the public imagination, 
rhar ging that the sharp drop in productivity was connected to lagging 
investment and insuffident available capital. A capital shorta^ constrained 
the expansion of production, left industry with outdated plants and equipment, 
and inhibited the kind of technological innovation that leads to productivity 
growth. Two aspects of Keynesian fiscal policy were criticized. First, critks 
blamed the Keynesian emphasis on demand stimulation and the progressive 
tax rates to achieve it. Second, although investment already enjoyed favorable 
corporate tax treatment, neoclassical critics felt that the Keynesian measures 
limited investment capital. Economists from a wide range of backgrounds 
recoimnended expanding selective tax incentives to save the invest (Feldstein, 
1983, pp. 23-24; Ture & Sanden, 1977). 

In 1978 and 1981, tax acts greatly reduced the taxation of capital in an effort 
to increase investment and resuscitate the economy. The Economic Rarovery 
Tax Act of 1981 expanded the inwstment tax credit and greatly enlarged 
depreciation benefits with the Accelerated Cost Recovery system. Kopits 
ralmlatPiH the United States “tax subsidy rate” on manufacturing investment 
to be 1.3% of the asset price in 1973; by comparison the Japanese tax subsidy 
rate was —3.4%. Japan taxes rather than subsidizes capital. After ERTA in 
1981, the U.S. rate jumped to 12.8%; Japan’s rate was still —3.4%.® This 
exacerbated the differences in effective tax rates across industrial sectors. 

D«pite these remarkable tax transfers to the business community, the 
“hyperaammulation” solution did not restore economic prosperity. First, the 
inv^tment incentives failed to trigger the promised supply-side recovery and 
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the economy sank d^per into recession. Investment in plant and equipment 
for all industry sunk from S155.21 billion (1972 dollars) for the first quarter 
1981 to a low point of S138.89 for the first quarter of 1983. Not until the first 
quarter of 1984^ when spending was back up to $161.75 (1972 dollars) did 
investment surpass the 1981 level (Seskin & Sullivan, 1985, p. 33; Seskin 1985, 
p. 2L). ERTA proponents retort that the investment inducements were 
constricted by ti^t monetary policy, enacted at the same time and designed 
to in stampeding inflation. By driving up interest rates, monetary austerity 

deterr^ industry from investing and largely canceled out the expansionary 
impetus of the tax act. Also, the Tax Equity and Fiscal Responsibility Act 
of 1982 (TEFRA) took away many of the benefits of the 1981 bill. Charles 
Hulton, Urban Institute, calculated that ERTA would cut the average tax rate 
on investment in new plant and equipment from 33% to 5%. TEFRA would 
immmm it again to 1^ (1984, pp. 53-4). 

Sa:ond, when the economy finally recover^, increased consumer spending 
r^uiting from the huge individual rate was responsible. Ironically, despite 
ERTA’s avowedly anti-Ke 3 Tiesian language, the demand-oriented individual 
tax cuts greatly outshone the inv^tment measures as economic stimulants. 
Third, although the 1981 act failed to revive the economy, it managed to create 
iu^ bud^ d^dls. 

Simultaneous to the eroding belief in the supply-side ideology, significant 
sectoral change compromised the standing of capital-intensive manufacturers. 
Imports as a percenta^ of the GNP originating in the United States 
manirfaduring ^or from 13.9% in I%9 to 37.8% in 1979, and to 

44.7% in 1986 (Harrison & Blu€stone,1988, p. 9). Between 1979 and 1984, steel 
cx>mpaiii» laid off 45% of their workforce. Exports of construction equipment 
dropped 63% from 1981 to 1983; machine tools dropped 60% in this period 
(Alexander, 1984, p. 63). Shifts in the composition of the economy were 
projected to ^nerate new jobs in rapidly-growing, sunrise industries (Silvestri 
& Likaaewicz, 1987, pp. 49-50). The sp^ial incentive for manufacturing were 
iiMroasingty hard to Justify. 

TOWARD A POST-INDUSTRIAL ORDER 

In the 197fe, Keyn^ian demand stimulants came under attack; in the 1980s, 
the supply side of the formula was questioned as welL Economists feared that 
the capital incentives chan^d the composition of inv^ment rather than 
increased the totd amount of capital (Eisner & Nadiri, pp. 369-83; Lugar, 1982, 
pp. 3347.). Critics worried that the investment incentives created a tendency 
tow^ overinvestment (inappropriately replacing individuals with capital) and 
oveiinnovation (the excessively rapid introduction of new technology) (Bowles, 
Gordon, & Weisskopf, 1983; Brenner, 1990, pp. 2-3; Roach, 1987, pp. 1-2; 
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Schneider^ 1987, 2-3.). Even the Harvard Business Review began to worry 
about the human climate in which equipment is introduce (Hayes & 
Abernathy, 1980, pp. 76-77; Skinner, 1974; pp. 113-114; Wheelwright & Hayes, 
1985, pp. 99-109). 

Dissatisfaction with the old accumulation strategy led to talk of a new 
postindustrial approach to growth. The postindustrial system would have the 
following components: Services and knowledge-intensive sectors would be 
much larger parts of the economy. Production processes would sift from 
Fordist mass production to ‘flexible specialization” producing small-batch 
specialty products. Investment strategies would, therefore, also change from 
an emphasis on capital-intensive investment to investment in human resources 
and knowledge-intensive industries. With a larger component of economic 
activity concentrated in services and more flexibility in manufacturing, it would 
no longer be necessary to maintain high levels of mass consumption for 
standardized products. Rather, firms would be more sensitive to fluctuations 
in consumption patterns. The necessity of government intervention would drop 
off with the decline in the need to coordinate large-scale mass production and 
mass consumption. Increasing internationalization would also work against 
a prominent role for government regulation of the economy since national 
boundaries have become increasingly meaningless in the new world order 
(Sable & Piore, 1984). 

The Tax Reform Act of 1986 was geared to equalize these inequities by 
eliminating such cornerstones of the tax code as the investment tax credit, 
accelerated depreciation allowances, passive loss deductions, and the 
differential treatment of capital gains. AU this was done in the name of tax 
neutrahty. Granted, the act greatly benefited upper-income taxpayers by 
reducing the top rate of 28%. But although wealthy individuals might benefit 
as “heads of household,” they would certainly suffer as “leaders of industry.” 

Tax reform was explicitly motivated by a different view of growth from the 
older emphasis on capital investment. First, tax reform sought to achieve 
neutrality or a “level playing field” with respect to investment capital. Richard 
Darman wrote: 

A depreciation system that is nearly neutral across classes of investment will lead to a more 

effident allocation of capital CWhat Tax Rrform, ** 1985, p. 129). 

Second, reform was expected to revive investment in human resources. To 
this end, the President’s Commission on Industrial Competitiveness 
recommended restructuring the tax code to equalize investment in physical and 
human capital (President’s Commission on Industrial Competitiveness, 1985, 
pp. 28, 25). 

Third, tax reform was expected to improve competitiveness by improving 
the utilization of resources. In this vein Andrew Lyon (1987) wrote: 
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The traditional approach to «x>nomic growth has called for mcreasing output per capita 
by increasing the coital stock of the economy. However, economic growth can also be 
adiKVtt! by irtiizing the tmpital slock more e&iently. Economic tenancy offes the true 
productivity mirMie—^incrMang oi^ut without requiring greater inputs. Just as a factory 
floor can be made more effidmt by a rearran^inent of machinery that reduces the steps 
a woAo- must take to perform an activity, the nMional economy am be made more 
piodiM:tive adiieving a brtter al-cx^cm of its resource...The Tax R^orm act 
i«xsgni 2 wi that tax htcentivK am. cm« prodw^ve invi^tinents to be cho^n over more 
piodiKlive inve«BK5nts. (p. 3^) 

Finally, the major remaining selective tax incentive, the research and 
development credit, was expected to shift investment into new sectors. Darman 
wrote, "^With the elimination of most other credits, the research and 
development tax credit will be more attractive, and increased R&D will 
improve productivity” {'"What Tax Reform/" 1985, p. 129). Finally, the tax 
at least symbolically, signified a relative deemphasis of the role of the 
feieral gownasmt in diluting economic growth. 

I>^pite the aggregate increase in the corporate tax burden, especially on 
heavy industry, many sectors actually benefited from the tax act The rate cuts 
mainly help^ high technology, small business, and service sectors, at the 
expense of heavy industry. One journalist called the Way and Means bill “a 
bill that is pro-consumption and anti-capital investment, one destined to 
accelerate the nation''s already powerful shift from a manufacturing to a service 
economy” (Reilly, 1985, p. 106). A study of the effect of tax reform on small 
busings found that 60% of the sample thought that tax reform would not lead 
to higher taxes. Of smal manufacturing and construction firms, 44% feared 
a tax increase, but only 25% in service companies worried about this (Liebtag, 
1987, p. 91). Hardwich Simmons, vice-chair of Shearson Lehman Brothers, 
said of the Senate Finance bill: ‘*If the bill becomes law as it is, we Ye in fat 
cnty”(afdli, 1986, p. 18). 

POLITICAL STRUGGOE AND THE 
DAWNMG OF THE NEW REGIME 

The closing of the investment incentives and the radical redistribution of the 
corporate tax burden back onto capital-intensive sectors only makes sense 
with the acceptance of a radically different approach to growth. Changing 
assumptions about growth pushed government policy makers in the direction 
of tax reform, a concept increasingly viewed as necessary for a sound 
economic future. One Ways and Means participant in the early retreats on 
tax reform recalled much discussion about ^‘promoting economic growth and 
cleaning up the tax system.... I walked out of there and thought: ‘Jesus, 
public policy really becomes important’” Another reported: “A lot of the 
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was about what was good for the economy, good for growth” 
(Strahan, 1989, p. 378). 

Good politics reinforced good policy. With the failure of the early Reagan 
interventions to resuscitate the economy, the Democrats began a campaign 
to seize control of the economic agenda In their 1984 bid for election, the 
Democrats put forth an idea that bad gained currency with economic academics 
associate with their party;—economic restructuring through industrial policy 
(Rohatyn, 1983, pp. 129-133). Advocates of industrial policy also 
rojommended tax reform, however, this was a sideshow to the main program. 

The Republicans, listening to their own constituents in the high technology 
and service sectors, realized that they, too, needed to develop policy to enable 
the transformation of the American economy. The relationship between tax 
reform and industrial policy is made clear by Stokes (1985): 

In recent years, many liberals have advocated an industrial policy to levitali^ failing 
industries.... In contrast, the conservatives’ approach would improve productivity by 
R^tructuiing the tax code, liberalizing antitrust laws and beefing up i^ieral support for 
R&D, all spurring export-oriented eonomic growth, (pp. 2298-2301) 

The Republicans wanted to avoid additional government intervention, 
worried about market distortions, and generally viewed industrial policy as an 
inappropriate vehicle for economic restructuring (McLennan, 1986, pp. 52-54). 
Instead, they chose tax reform as a solution. This solution was one which had 
been frequently used by the government in the past to further economic goals. 
Tax reform offered a mechanism for negating the skews in investment incentives 
and redistributing resources toward rapidly growing sectors while minimiVing 
state intervention. In this vein, the Committee for Economic Development’s 
Kenneth McLennan argued that tax policy avoided some of the targeting 
problems of industrial policy but accomplishol many of the same goals: 

The Democratic Party’s need to develop an alternative policy agenda to the R^gan 
Administration’s approach has led to the advocacy of an industrial strategy ba^ on 
policies which favor the development of specific economic sectors... In (x>ntrast, the Reagan 
Administration favors permitting the market system to identify and support the expanrion 
of promising economic sectors and to permit the automatic and gradual decline of sectors 
of the economy which have lost their comparative advantage.... The issue is which of th^ 
extreme should play the dominant role in determining the nation’s economic strategy for 
the next decade, (p. 4647) 

Business sectors also joined the struggle over rrfbrm, bringing to the conflict 
vastly different conceptions of economic growth. The National Journal reports: 

The split has created a kind of class warfare, with capital-intensive companies contending 
that the President’s plan is unfair to them and ^rvice-oriented industries arguing that it 
gives them more tax equality. The divisions me just as deep on larger qu^tions, such as 
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what the plan will do for the country’s over-all economic growth and competitivei^ in 
international markets. (Cooper, 1985, p. 1675) 

Capital-intensive manufacturing and real estate sectors had the most to lose 
from the new approach to growth, since they had b^n the biggest beneficiaries 
tmder the old regime. Lobbyists for capital-intensive industries attacked the 
new^ assumptions about growth underl 3 dng tax reform, and warned that 
competitiveness would suffer. 

Groups like the Basic Industry Association, the American Council for 
Capital Formation, and the Coalition for Jobs, Growth, and International 
Competitiveness worked to build support for policies to foster capital-intensive 
investment. The National Realty Committee organized 3(K) large developers 
and syndicators to fight reform. 

Tax reform was supported by those parts of the business community who 
were most discriminated against by the earlier system. The Tax Reform Action 
Coalition (TRAC) was composed of firms and associations from high 
technology, wholesale, retail, food processing, and other small business sectors, 
TRAC first met June 11, 1985 and eventually had 7(K) groups from business 
and consumer causes. The goal of the group was to keep the legislative eye 
focused on the prize of the corporate rate cuts and not give in to more sectarian 
demands which could eventually push tax rates up again. Jack Albertine 
(American Business Conference) explained: 

of TRAC is lo try to move the legislative process forward, to try to build 
a countervailmg coisstituency on the other side for tax reform, because obviously there 
are a lot of people who don’t w^ant to see [a bill] move forward. (Cooper, 1985, pp. 1675- 

167 ?) 

Business groups supporting tax reform joined the logic of equity to the logic 
of growth, pointing to the great variation between industrial sectors. The 
increasing untenability of the old investment strategy added to the demand 
for greater equity, since people are less willing to tolerate deviations that appear 
to have no useful purpose. 

NEW pouncs FOR A NEW ORDER? 

Despite the support of a segment of business, societal interests were less 
important in setting the agenda for tax reform in 1986 than they had been 
in 1981. Until the final days of the legislative battle, the power balance in the 
business community was heavily weighted toward the opponents of reform. 
Yet, the reform legislation miraculously passed. State actors were responsible 
for initiating the reform effort and constructed the societal coalition around 
the act. Although tax reform enjoyed business support, policy makers and 
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business allies alike sought to prevent the emergence of pork-barrel politics 
which has characterized other tax acts. Toward the end of the legislative effort, 
groups were required to support the bill in its entirety: private bargaining for 
tax concessions became grounds for expulsion from the group. AH involved 
feared that particularistic demands would detract from the larger goal of lower 
rates. 

This special zero-sum nature of the reform process was related to the 
assumptions of the emerging growth strategy. Under Keynesianism, a high 
degree of state intervention created possibilities for interest-group 
participation. But, a postindustrial system of growth, entailing less 
macoreconomic intervention by the state, could also serve to restrict interest- 
group involvement in policy making. 

The relationship between changed economic conditions and political 
practices has been noted in other settings. Recent years have demonstrated 
a trend toward automatic government. Automatic formulas, such as the 
Gramm-Rudman-HoUings Act, alleviate decision-making overload, limit 
discretion, and help politicians avoid the pressure of taking repugnant policy 
decisions. Weaver explains this emergence of “automatic government” as a 
product of the changing fiscal climate brought on by economic decline and 
the budget deficit. The climate of fiscal austerity has changed the incentives 
of government actors. During periods of fiscal stress, politicians are less able 
to satisfy the many claims society-based groups make on government. Policy 
decisions are likely to be unpopular; therefore, politicians look for ways to 
avoid blame. A “circle-the-wagons” strategy allows politicians to avoid blame 
by seeking agreement among themselves and presenting a united front to the 
public (Weaver, 1988, pp. 24-26). 

CONCLUSION 

In this paper, I argue that the peculiarities of the tax reform act reflect a 
fundamental change in our way of organizing growth. The corporate tax 
burden was redistributed according to entirely different assumptions about the 
best way to invest in our economic future. 

The changing assumptions about accumulation also had an impact on the 
corporate political behavior exhibited in the process of legislating taxes. The 
new growth model mandated very different roles for both the state and society 
in economic management. The postindustrial economic strategy nicely 
complemented the general ambition of the Reagan administration to get the 
government out of the economy. From one perspective, the tax investment 
incentives could have been viewed as pro-business, growth subsidies, likely to 
elicit support from the Reagan administration. But from another point of view, 
the tax incentives could be portrayed as devices for government 
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micromanagement of the economy, thus contradicting the Reagan ambition 
to roll back the state. 

This new policy approach was successfully legislated with the help of some 
business groups who felt discriminated against by the previous distribution of 
the tax burden. Therefore, business did not entirely lose its privileged position; 
rather, “tax reform represented a realignment in the business community” 
Pnterview by author, 1988). But, although a segment of business played a role 
in the process the general contribution of sodetal interests was greatly 
diminis h^- 

What implications to these observations have for the future course of 
corporate involvement with economic poEcy? To some extent the long-term 
impact of the tax reform episode on corporate behavior has been Emited for 
two reasons. First, the assumptions of tax reform did not become the 
undisputed new growth strateg^^ The Clinton administration’s leanings toward 
^industrialization are likely to produce a very different system of corporate 
taxation, as seen in the recent proposal for an investment tax credit. Again, 
selective tax hu^ntives are being discussed as mechanisms for stimulating 
growth; concerns about level playing fields and tax neutraEty are fading into 
the background. This new approach to growth will undoubtedly require a 
different role for business as well. The Tax Reform Act of 1986 represented 
a significant break with the old Fordist/ Keynesian growth strategy and we are 
curraitly in traimtion, but the new ord^ remains to seen. 

Second, economic-system requirements for a new politics do not 
automatically produce radical changes in the governance structures, since other 
institutional legacies perpetuate l^havior. Government encouraged business 
to mobiEze in the 1960s to meet the requirements of Keynesian growth; but 
this docs not mean that government actors have the power to demobilize 
significantly groups in the 1980s. But just because the state took an active role 
in the poEtical expansion of business, do^n*t mean that it will have the power 
to “put the genie back into the bottle.” 

Yet, the case of tax reform suggests to those with an interest in the origins 
of corporate poEtical behavior that greater attention should be paid to state 
economic goals and to the attempts of government actors to muster private 
support for those goals. AM too often, we assume that the poEtical participation 
of business is exclusively shap^ by dynamics within firms, industrial sectors, 
or umbreMa trade associations. The macroeconomic context is too frequently 
ne^orted in this disamion. 

The observation that business poEticking varies across economic contexts 
suggests a wider ran^ of possible corporate-poEtical interventions than is often 
assumed. If the thinking and poEtical actions of business people. Eke that of 
other Americans, is swayed by the currently popular strategies for economic 
growth, then business is Ekely to demonsh^te a range of potential behaviors 
in the pubEc sphere. 
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Finally, tax refomi suggests an interaction between economic systems and 
political institutional development at the level of private-sector politics. This 
relationship is a two-stage process. The choice of a new growth strategy and 
the institutions within which it is embedded is the outcome of political struggle; 
therefore, this choice is not economically determined. Yet, the institutions 
generating the success and reproduction of this system will structure political 
processes in a new way. Politics is both a cause and effect of economic 
transformation. 

NOTES 

1. Certainly, one should not forget that vertical equity (or having those with the aMity to 
pay contribute mote) was sacrificed even while horizontal equity (having all in one income level 
pay the same) was pursued. 

2. Certain dynamics tied to modernization, such increasing cla^ cx)nlMct a^odat^ with 
growth of the capitalist economy, increases in social complexity, and the expandon of markets, 
make the different parts of countries more interconnected, and brings countries dt^eir together. 
These dynamics create an imperative for a modem state—an administrative structure that can 
coordinate the increasing social complexity, mana^ class conflict, and provide infrastracture for 
the expanding markets. Thus, the modernization of political institutions in advanced soddies has 
three elements: the rationalization of authority throughout the country, the differentiation of 
political functions and the evolution of specialized poiti(^ institutions to address the^ functions, 
and an expansion in pohtical participation. So the growth of modem state institutions is a natural 
outgrowth of the forces associated with capitalist development and narional integration. Societi^ 
may experiment with various political forms to fulfill th^ functional requirements, but the forms 
which are most compatible and stable ultimately are implonented (Huntington, 1968). 

3. The regime of accumulation consists of the ^neral model for growth and the institutional 
arrangements which coordinate production and consumption to this end. The concept specifies 
the conditions regulating the use of labor, the wage relation, investment, the monetary system, 
and other arrangements necessary for growth to transpire in an economy. For more on this, see 
Aglietta(1987), Lipietz (1987, p. 14), J^sop (1988), Quadagno (1988, p. 6) 

4. For the contraiy view, see Wilson (1986). 

5. George Kopits at the International Monetary Fund, dted by Michael Barker and Michael 
Ki^dmick, “Taxes and Growth”, Tax Notes, Special Report (May 7,1984), p. 635. 
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PART II 


CORPORATE PUBLIC AFFAIRS MANAGEMENT 







INTRODUCTION 


The Survey on The State of Corporate Public Affairs was conducted during 
the Summer of 1992 on behalf of the Foundation for Public Affairs (FPA), 
a nonprofit organization d^cated to the advancement of the public affairs 
profession. A survey questionnaire was developed, pret^ted on a small group 
of public affairs professionals, revised, and mail^ to a sample of 517 senior 
pubEc affairs executives. The preparation and execution of the survey was 
conduct^ by the Center for Organization Development, a marketing research/ 
consulting firm that worked closely with FPA staff. The survey generated 
responses from executives at 163 companies, a response rate of 31.5%. 

Survey Respondents 

As shown in Table 1, survey respondents were drawn from a wide variety 
of industries. Manufacturing accoimted for 49.1% of respondents; utilities 
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Table L Industry Groupings of FPA Survey Respondents 
Industry jNf umfwr Percentage 
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49.1 

16 
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accounted for 16%; no other industry group accounted for more than m. 
Among the manufacturing jSrms, more than one-third were chemical 
OT Tup ^nies The electronics and pharmaceutical industries also had substantial 
representation among respondents. 

The finanraal profile of respondents was broadly reflective of major 
American industry^ Sal^ ranged from $250 million to $115 billion; median 
sales were $3.5 billion. The middle 80% of companies had sales between $1 
biffion (10th perr^ntfle) and $18.4 billion {90th percentile). Assets ranged from 
$300 million to $150 billion; the median was $$6,226 billion. The middle 80% 
liad a^ets between $1.5 billion and $39.04 billion. 

Operating revenues ranged from S21 million to $17.3 biUion, with a median 
level of $1.2 billion. The middle 80% of compani^ had operating revenues 
l^tween $185 million and $7.12 billion. 

Domestic employment by respondent firms ranged from 50 to 300,000 
employees. The median numl^r was 10,700 employees. The middle 80% had 
between 1,804 and 54,^ employe. Respondents also reported employees 
in foreign operations between zero and 157,000. Almost one-third reported 
no employees in foreign ojerations. However, nearly 18% of respondents failed 
to answer the cpuestion, leaving some doubt as to their foreign operation status. 
The median numt^r of employees in foreign operations was 500; the middle 
had between zero and 29,500 employees in foreign operations. 

PUBUC AFFAIRS ORGANIZATION AND STAFFING 

The most common name, by far, for the corporate function was “public affairs” 
(43.4%). The remamder were distributed fairly widely over a range of choices 
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mrlii/ting corporate affairs (5.7%), corporate relations (6.9%), corporate 
communications (10.7%), external affairs (6.3%), government relations (9.4%), 
anft government affairs (8.8%). 

Public affairs is a senior management responsibility in most American 
companies. The senior public affairs executive typically reports directly to the 
chief executive officer (50.9%) or executive vice president (13.8%). In half of 
the 158 companies responding to the question, respondents reported that the 
senior public affairs executive also sits as a member of the company’s 
management committee or its equivalent. 

In nearly two-thirds of the compani^, the public affairs department has a 
formal mission statement. PubEc affairs stiE embraces a large number of 
activity areas, however. As seen in Table 2, there are more than twenty activity 
areas that fall within pubEc affairs in more than 20% of the companies surveyed. 
Moreover, the complexity of the pubEc affairs mission is growing as new areas 
of responsibiEty are added. Table 2 indicates that areas such as enviromnental 
affairs (15 of 43), education affmrs (13 of 76), and grassroots (14 of 116) are 
among the fast-growing areas of new pubEc affairs responsibiEty. 

The size of pubEc affairs departments varies widely among respondents, from 
as few as one professional staff member to as many as 600. Even the mddle 
80% of rrapondents evidence a wide range — from two to 50 professionals. 
Support staff tend to mirror the size of the professional staff, ranging from 
zero to 175. The middle 80% of companies had between one and 22 staff. 

Reflecting broader changes in corporate staff size, about equal numbers of 
respondents reported increases, decreases, or no change in professional staffing 
during the past three years. Support staff reflected greater reductions, with one 
half of respondents reporting the same staffing level as 3 years ago, and 
decrease outnumbering increases by a three- to-two margin. 

In some companies, employees from other departments are assigned to 
participate in pubEc affairs activities. These are typically accounted for as “fuU- 
time «iuivalents” (FTEs). The survey disclosed relatively modest levels of FTE 
with 76% of respondents indicating either no use of Fife (34.4%) or providing 
no answer (42.3%). However, among those that did respond (86 firms) and 
indicated some FTE resources, only 7% indicated that FTEs are charged to 
the pubEc affairs department’s budget; 84.9% indicated that FTE activities are 
not charged to pubEc affairs. The conclusion seems to be that the use of FTEs 
is more limite d than was anticipated, and that internal accounting practices 
lag actual use patterns. 

The si^*^ of pubEc affairs budgets varies widely, with the most commonly 
reported figures in the $1 milli on to $5 nulhon ran^. Only two compames 
reported budgets of less than $100,000; eight companies reported budgets 
greater than $15 milli on Nearly one-half of respondents reported increases in 
the pubEc affairs budget during the past three years; one-quarter reported 
budget decreases. The survey asked respondents how pubEc affairs budgets 
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Table 2 Public AjBFairs Functional Activities 
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compam! to otber staff budgets. Almost two-thirds indicated that PA fared 
alK>iit tte msm as otbm: ^aff areas; oi»-quarter felt PA fared better; only 10% 

fdt PA h^i fared worm 

An important trend has been the reorganization of public affairs 
responsibilities. Nearly one-half of all respondents indicated some 
reconfiguration within the past three years. One-third of aU respondents 
indicate a more centralmed PA function today than three years ago; only 12% 

iiMliCTlod a more d^»itralized approach. 
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GOVERNMENT REIATIONS/REGULATORY AFFAIRS 


The survey inquired about current corporate practices in the areas of federal, 
state, and local government relations and regulatory affairs. 

Organizationally, 137 of 156 (87.8%) respondent companies have a 
formalized federal government relations function. As shown in Table 3, 
companies t 5 q)ically carry out a large number of activities in support of federal 
government relations, including use of trade associations (83.9%), use of a 
Washington, D.C. office (56.1%), visits from non-PA company executives 
(58.7%), and use of Washington law firms on retainer (21.9%) or as needed 
(38.1%). Many of the respondents are government contractors, and federal 
government relations objectives support the company’s marketing strategy 
‘Veiy much” in 57.8% of respondents, and “somewhat” in 28.6%. 

Among 88 respondent companies with Washington offices, 31.8% reported 
increase in staffing during the past 3 years. 43.2% reported the same level, 
and 22.7% reported decreased stafiSng. Washington office staffs range from 
one to 25 professionals, with the middle 80% of r^pondents indicating one 
to 10 professionals. Support staff levels are smaller, with comparable ranges. 

One hundred thirty-six of 156 respondents (85.9%) report a formalized state 
government relations (SGR) function. The senior state government relations 
executive is typically located at corporate headquarters (80% of respondents) 
or in Washington (8.8%). As shown in Table 4, individual state government 
relations offices are typically created where major facilities exist; some 
compani^ coordinate state offices through regional SGR offices. 

State government relations staffs range from one to nine professionals, and 
appear to have remained at the same employment level for more than one- 
half of the companies during the past 3 years. Thirty-eight of 130 reporting 
compani^ indicated increased professional employment in state relations, 
more than twice as many as those reporting decreases. 

The relationship of SGR staff to operating-unit management was 
inv^tigated. In the overwhelming majority of cases (82.5%), however, SGR 
professionals do not have “a solid line” reporting relationship to operating- 
unit managers. Only 22 of 126 respondents (17.5%) indicated that such a solid 
line reporting relationship did exist in their companies. 

Local government relations has been an increasingly important area of public 
affairs activity in recent years. The survey data suggest that about one-quarter 
(28 of 113 respondents) have increased their local government relations efforts 
in the past three years, 60.2% reported the same level of LGR involvement, 
and 15% reported decreased involvement. 

One hundred forty of 150 respondents described public affairs as having a 
role in their company’s regulatory affairs function. (Legal departments and 
regulatory affairs offices also have this responsibility in some firms.) Public 
affairs was described as having a “major role” in 28.7%, a “moderate role” in 
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Tabk i. Organizatioii of Federal Government Relations (FGR) 
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m.T% and a minimal role in 24.0% of respondents. The PA role was described 
as ‘^nqKKtm and r^plar* by 42.6% of companies, while 57.4% referred to 
PA ^ poviding “occ^imial asistance.” Results mditated that 58 2% of the 
^tspcrndtm work with h&sistivt ofiBdals. Sixty percent of the respondents 

BMliaatti fliM tl« rominito^ of pnblk affairs resources to regulatory affairs 

hm remained about tl« sanre ovtx the past three years. Chre-third of the 
re^pondems n^raied greater puMc afEairs resources were being 

to i^aiatcMy mars tban thrre ywas s^. 

CCMtPCSlATE POimCAL INVOLVEMENT 


Corporate prteal actrvhks take many forms and command substantial 
resources m ^y compand As show in Table 5. the top three forms of 
corponde pohtad actmty amtmg 155 les^Kmdents are visits to poUtical 
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Ikfefe 5. Forms of Corporate Political Involvement 
(Based on 163 respondent firms) 


Form of Political Involvement 

Number 

Percentile * 

PoKtical Action Committee (PAQ 

130 

79.8 

Contributions to candidate 

87 

53.4 

Endorsements 

22 

13.5 

VMts to offidais 

137 

84.0 

Vmts with candidates 

105 

64.4 

Fairs/debates 

26 

16.0 

Voter registration 

95 

58.3 

Coalitions 

81 

49.7 

'Other 

23 

14.1 

Total ca^ 

155 

95.1 


Moie: * Percentages are on ai 163 respondmts to survey. Thi]®, 95.1% of all survey respondents indicated 

some form of onporMe po&ical involvemoEit. 


officials, use of political action committees (P ACs), and meetings with political 
c^didates. 

Corporate communications to various stakeholders on public-policy issues 
has grown in recent years. The survey asked respondents to indicate the leading 
audience with which their company communicates on pubHopolicy issu^, 
and, further, whether specific actions are (e.g., contacting legislators or letters 
to the editor) requested. A summary of responses is pr^ented in Table 6. 

Political participation takes many forms, and public affairs strategists 
sometimes encourage the development of employee participation in politico. 
Employee participation can create the need for decisions regarding leave time, 
permissable forms of employee action on company time, smd other l^havioral 
guidelines. Among 154 respondents, 55.8% indicated that their company had 
no formal poUcy regarding time off for employees who volunteer for political 
campaigns, 25.3% of the companies permit time off, and 12.3% encourage the 
practice. Only 6.5% of the respondents prohibit time off for political 
campaigning. 

A similar pattern appeared regarding company policy for time off for 
employees who run for public office—51% of the companies had no formal 
policy residing the practice; 32.7% permit it; 13.7% encourage it; and only 
2 firms (2.6%) prohibit it. 

Political action committees are found widely among the respondent 
companies. Only 11% have no PACs; 77.3% have federal PACs and 54% have 
state PACs. Of those who answered, the overwhelming majonty (78.6%) have 
formalized criteria for candidate support. 

PAC dedsions are most frequently dnven by corporate headquarters 
according to respondents. And, mindful of campaign reform pressures, about 
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Table 6. Forms of Political Communications 
(Based on 163 respondent firms) 


Key Am&m^ 

Percentage of Firms 
Comrmffttcating with Audience 

Action 

Requests 

Emplaye^ 

89.5 

71.6% 


44.8 

27.6 


37.4 

18.4 

Ctistomeis 

43.6 

28.2 


27.0 

19.6 


42.9 

29.4 


one-^half of those answering said that outlawing of PACs would have a 
moderate mfluence on public affairs effectiven^; one-third said it would have 
little or no effect on PA effectiveness. 


KSUIS MANAGEMENT 

A number of trends have emerged in the ways companies actualy handle day- 
to-day public affairs issues. One is the centralization and rationalization of 
public affairs activities. The survey stated that professional observers have 
noted the close coordination between the political/govemment/public policy 
functions and the public relations/communications functions. More than one- 
half {55% of 158 respondents) indicated that th^ two functions were part of 
a single department in their company, and another 33% described a system 
of informal coordination. Only 11% of respondents said the two areas were 
“fairly autonomous.” Similarly, less than 5% said that the functions were less 
coordinated than three years ago. R^ults showed that 48.7% were more 
coordinate, and 46.2% indicated the same level of coordination in the past 
thiwymis. 

There has also been a shift from separate political analysis and political 
action specialties toward more integrated “issues management” in the past 
decade. The rise of ksues management as an organizing concept in public affairs 
departments was confirmed by the survey respondents. When asked to describe 
the state of development of their company’s issu^ management progr am^ 
17.6% said “highly developed”; 53.4% said “moderately developed’^, and 29.1 % 
said “slightly or not at all developed.” FuU-time issues management 
profesionals are relatively scarce, with 80% of the respondents reporting 
betw^n one and three such professionals as part of their public affairs staff. 
One company had as many as 16 issues managers on staff. 

The^ staffing patterns are explained, in part, by the way issues-management 
responsibility is allocated in individual companies. Asked to indicate which 
statement most accurately describes the “nature of issues management” in their 
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company, 35.3% of 139 respondents indicated that public aifairs has the lead 
role in issues management; 17.3% said senior management has the lead role; 
and 43.2% said it was “shared between pubEc affairs and other.” Only one 
company indicated that line managers or other departments had the lead role. 
The implication seems to be that judgments are made by senior executives, 
including the senior pubEc affairs executive, as to be best way to use the 
company’s human and poEtical resources to address spedfic pubEc-poEcy 
mues. The designation of a line, staff or other manager to head an issues- 
management team is a function of the issue’s importance and the individual’s 
qualifications and capabiEties. Asked to characterize the importance of issues 
management compared to three years ago, 45.7% of respondents indicated it 
was more important; 48.6% said about the same; and only 5.8% said Im 
important. 

International PubEc Afeirs 

The impact of issues-management thinking is also reflected in the way 
compani^ are addressing international pubEc affairs needs. Only 35.5% of 
r^pondents said that they had responsibiEty for PA issues outside the United 
Stat^ and 64.7% of 153 respondents said that the pubEc affairs department 
do^ not have responsibiEty for pubEc affairs outside the United States. This 
srans to confirm that for many companies, international pubEc affairs issues 
are treated as country-specific poEtical matters, best managed by local 
managers at the national level. 

There are signs that the situation wiU change, however. When asked to 
describe their company’s international pubEc affairs capacity, nearly two-thirds 
(64.2%) of the respondents said that it was “sEghtly or not at aE developed.” 
Relatively few r^pondents (11.6%) said that their international pubEc affairs 
capacity was “highly developed”; 24.2% said it was “moderately developed.” 
Yet^ 41.2% of respondents said that the pubEc affairs department’s role in 
intemaEonal pubEc affairs had increased in the past three years; another 41.2% 
said it stayed the same. The growing importance of international pubEc affairs 
work is clear, as is the view of professional pubEc affairs managers, that the 
^sterns for managing these issues is still far from mature for most of the 
respondents companies. 

There are other signs of confEcting managerial approach^. Less than one- 
third of the respondents said that pubEc affairs has the lead role for 
international pubEc affairs in their company. line managers have the lead role 
in 23.5% of the cases; and line managers, with pubEc affairs in an advisory 
role, had the lead role in 27.2% of the respondent companies. Thus, in more 
than one-half of the respondents, line managers appear to be the critical 
decision makers on international pubEc affairs matters. 
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LINKAGES WITHIN THE ORGANIZATION 

Public affairs departments are linked to other units of the company at a variety 
of levels, ranging from the board of directors to operating units. The survey 
probed these linkages, in part, because so many companies have downsized 
and restructured operations in recent years, and, in part, because quality 
mana^ment programs have led to the reorganization of tasks and work 
routines in many companies. 

More than three-quarters of the companies in this survey are multiple- 
division firms. Of these, 40% have some full-time public affairs staff at locations 
other than corporate headquarters. In such situations, more than half have 
solid line reporting relationships to operating unit management. 

In nearly two-thirds of the respondent companies, public affairs departments 
periodically prepare a one- to-five-year public affairs plan. Such plans typically 
include projected activities in each functional areas of public affairs, as well 
as projected work for specific operating units. Table 7 shows the responses 
wdiich characterize corporate public affairs staff efforts. 

Publk affairs e:q)en^ once aatomatkally treated as overhead, are being 
diarged back to operatii^ units rntwe fr^uently. TTiirty-five percent of 
rKpond^its said tl^y did (diar]^ other units for their service. Eight of 10 
rcspoiMlarts said that only a portion of the cost was charged back, however. 

Measurement and evaluation are occurring in 80% of the companies studied 

in tlK survey. Nearly thre&quarters irKiirated thrar company has instituted a 
quality program, but only 46% said that the public affairs department harl 
h^tiitcd a quality program. Thirteen oi 70 (18.6%) said their PA quality 
inogram was wdl-devrfoped; 58% sard th^ had mtuie some progress; and 23% 
s^ it was only slightly dewdoped. Still, more than half of the respondents 
said the qua% program was “v^ important” to them as a manager, and 38% 
aided that it was “mod»atdy inqrortanL* Onfy 6% said it was of or 

no importance. 

CONCLUSION 

The FouiKMon for Public Affairs surv^ on tlK state of corporate public 
affa^ provides an up4o-date reading on how contpani^ are managing the 
busiiKss -government-society rdationsfaip. In tlK tradition of surv^ done by 
The Conference Board ard a small number of ac^lemics, the foundation’s 
surwq? jHovkies an irtq>ortant berKhmark of corporate practice in the 199{te. 

Corporate politkd involvemrait has expaiKlcd considerably in recent 
(fccades, and seems likely to arntirute as the interests of business, government, 
and other social interests interact more ffoiuently in a ^obal economy. The 
arrival of the Clinton administration in W^hington, D.C., and tlte inevitable 
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Thble 7. Public Affairs Efforts Vis-4-Vis Operating Units 



Systematic! Ongoing 

Irfformall ad hoc 

Activities 

Number 

Percentage 

Number 

Percentage 

1. Provide operating units witii 
advice, special studies, and 
information 

85 

52.1 

42 

25.8 

2. Foster coordination of pubEc 
affairs activities among operating 
units 

73 

44.8 

50 

30.7 

3. Monitor and ass^ the pubEc 
affairs activities of operating units 
and review conformity with corpo¬ 
rate poEcy 

51 

31.3 

50 

30.7 

4. Review and evaluate pubEc affairs 
plans of operating units. 

23 

14.1 

54 

33.1 

5. Participate in the strategic pian- 
mng of the operating units. 

32 

19.6 

39 

23.9 


tumovex of federal bureaucrats and regulators would stimulate corporate 
activity, even if President Clinton had not promised a wide range of major 
initiatives. That campaign promised to address health care, the national deficit, 
mtemational trade agreements, environmental issues, and dozens of other 
complex areas of interest and guarantees a turbulent political scene in the near 
term. The results presented in this paper, and in The Foundation for Public 
Ajffairs’ report, paint a clear and timely picture of how prepared American 
business is for a new era of political challenge. 
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Affairs 


INTRODUCTION 

In 1992, the Australian Centre for Corporate Public Affairs conducted a survey 
of Australian industry to create a benchmark of public affairs organization 
and behavior. Modeled in part on earlier surveys conducted in the United States 
by the Public Affairs Council (1992) and the Boston University Public Affairs 
Research Group (1981, 1985), this survey represents the most up-to-date 
baseline understanding of how Australian companies are organizing and 
r^pondmg to modem corporate public affairs challenges. This paper presents 
a synopsis of data from the Centre’s report. 
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Survey Respondents 

The survey was sent to two industry groups: members of the Centre for 
Corporate Public Affairs and/or the Australian Business Monthly’s “Top 
500 Companies” (ranked by revenue). Recipients included private and public 
companies, both Australian and foreign. A number of government business 
enterprises were also included. The companies surveyed operated across aU 
industry s^ors. 

Seventy companies responded to the survey. The distribution of 
respondents by industry is shown in Table I. Approximately 34% of the 
respondents were engaged in manufacturing; 23% in natural resources 
industries; and 11% in financial and related services. A number of companies 
indicated participation in two or more industry groupings; they were included 
in their major industry by revenue. 

Company/Enterprise Owner^p 

Thirty of the seventy respondents (43%) were publicly listed in Australia; 
17 (24%) were private companies, including mutuals; 16 (23%) were 
government owned; and 7 (10%) indicated that they did not fit into any of 
these categories beeause^they were either publicly listed overseas, or, in one 

a produ(^-owner statSoiy^wJy. 


Table L Industry Profile of Respondents ® 


Hespondems 


Agricfiiltiire, fisWng, himtiiig 

Mifiing 

UtffitiM / 

CoiutoK^n 

axid netail trade , 

Trans|mt and 

CbinnsiiiM^diom 

.FtniMc. m onafr. aiMi biAm 

CbnmiHiity wmces 

Recreation, personal and other services 

Oil 


iVosef: ‘Oasti&MioBaielMMdcmAi^iiiiiaaStaiMiaidlndiistiial 
Oan&atkm (ASIQ. 

Sone partkipatiem in more than one 

Sndi coopEmks ipere aloci^ed to thdbr mtpor 
indwiiy by iwouk. 
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Forty-four of the firms (63%) were either majority (or fuUy) Australian 
own^, while 25 (36%) were majority foreign owned. One company was 
owned 50% Australian, 50% foreign. 

PUBUC AFFAIRS FUNCTIONS 

R^pondents were asked to signify which of a set of activities could 
appropriately be performed under the auspices of a public affairs department. 
Table 2 highlights an Australian interpretation of the corporate public affairs 
mandate that is very broad and in general harmony with definitions accepted 
by public affairs managers in the United States, Canada, and Europe. 
Intei^ingly, 34% of the respondents indicated that all of the specified 
activities could be performed by a public affairs department. Other activities 
which r^pondents identified as appropriate for public affairs departments 
included advocacy, video production, graphic desi^, art collection/ archives 
management, events organization, and corporate “counseling” on issues 
including organizational culture development, mergers, and acquisitions. 

Priority Activities 

Respondents were asked to signify which public affairs activities (three 
most important activities) ranked highest for the success of their compames 
or enterprises. Fifty-seven percent placed issues management among the 
three most important public affairs activities in their organization; media 
relations was also named by half of the respondents. There was considerable 
variety among the rest of the activities, a result which reflects the diverse 
approaches taken by Australian firms to corporate public affairs 
znanaganent. 

Public affairs is often a shared management responsibility in Australian 
enterpri^s. Respondents were asked to identify where in their company a 
list of public affairs activities were performed. Table 3 lists the activities, and 
indicates whether each company manages the activity in the public affairs 
department alone, jointly with other departments, or entirely in other 
departments. The results show an interesting pattern in which more than half 
of the respondents identify six areas of “public affairs alone” management: 
media relations, issues management, corporate advertising, community 
relations, internal communications, and line management support. Other 
departments “alone” only account for two areas of possible public affairs 
input: marketing and strategic business planning. 

The Centre’s analysis of these data suggests that the five most important 
public affairs functions in the view of Australian managers are issues 
management, media relations, strategic planning, government relations, and 
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Table 2. PiiBEc Affairs Functions 


PmfMwtmn cf reapmt^rm 
view^ ifc mtmiy amt m 
^mri tim FA fimctiom {%} 

Ftmctmmai Area 


Maim leladoiis 


Commimity relations 

U 

Internal communications 

m 

management 

91 

Government relations 

K7 

Line management support (research, speech writing^ 

m 

Corporate advertising 

m 

External relations training (media relations training 

T9 

Involvement in strategic business planning 

75 

Stakeholder group participation (e.g., public affairs com¬ 
mittee for an industry association) 

74 

International public affairs (e.g., relations with forei^ 
governments) 

74 

Philanthropy 

W 

Investor relations 

a 

Marketing activities 


internal communications. None of these are done exclusively by public affairs 
staffs for the most part; are shared responsibilities with other parts of the 
organization, with strategic planning being predominantly done by others. 
These msults confirm a broader pattern of interdepartmental cooperation 
and action in Australiaii enteipris^. That is the way Australian enterprises 
tend to do ther bu^KS. 

Organizational Structure 

E^ty of the respondent enterprises had discrete public affairs 

'dqpait!iKn&. IntenKtingly, 12 companies (21%) have had such departments 
for 15 or more years, while 81 (32%) have b^n in existence for less then 
3 years. This suj^^ts that while some Australian companies—primarily 
multinatioiial maniifai^uiing or oil and gas firms—have a long history of 
formal public affairs managenKnt, most have relatively young public affairs 
operations. This confirms the view that corporate public affairs is still an 
einergiiig mana^mcnt disapline in Australia. 

Staff 

Those compames with discrete public affairs departments tend to have 
staffs ranging from three to eight members, including one to six professionals. 
The data sugg^ts th^ staff sizes have not changed significantly over the 

past five years. 
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The professional expertise of Australian public affairs staffs draw heavily 
on journalism, public relations and communications, marketing/advertising, 
and politics. Only 13% of the respondents’ public affairs staff were drawn from 
line management This suggests a heavy bias toward viewing public affairs as 
a “specialist” field, with limited numbers of line managers having yet been 
drawn or assigned to public affairs work. 

Budget Practices 

Given the size range of the respondents, actual spending on public affairs 
a(^vities vari^ greatly. However, when adjusted for size of company, the 
survey analysis disclosed an average percentage of 0.01% of revenue—or $I 
of public affairs spending per $10,000 of total operating revenue. Table 4 
provide a further d^cription of spending by industry category. 

Apart from aggregate budget data, r^pondents were asked to identify what 
percentage of their total budgets were expended on four major activiti^: 
operating budget, corporate advertising, sponsorship and philanthropy, and 
products such as publications. Th^e r^ults are summarized in Table 5. 


Table 4. Public Afflairs Budgets: Industry Cormparisons 


MAistiy 

Tmm&mr 

{$A} 

Averts PA Aidget 
(SA) 

PA Midget as Pmt^rn 
of Turnover 

ABre^Klrats 

miHwTi 

L63 miliion 

0.01 


ZSMinilMHi 

1.20 million 

0.05 

MaarfiKterii^ 


l.C^ million 

0.06 


§3S ittiiian 

1.47 million 

0.16 


2570iiHlic» 

ZS) million 

0.10 

Mims: a = 5§ 



Table 5. Di^bution of the Public Affairs Budget 



Componmts of Public 

^4' {%) 

by my mm firm {%} 

Affairs Midget 


m 

95 

Operating bnd^t (staff, travel, oveAead) 

12 

95 

CkirpQtale advertlsmg 

13 

60 

Sponsorship and philanthropy 

25 

B 

Data:! production (publications) 

II 

51 

Other (promotional materials, exhibitions, 
consultants, community action, research) 


Ntm: If = 56' i«^»aiaBis 
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The surv^ also inquired about the practice of “charge backs”—that is, 
setting an internal price for public affairs services and rharging other 
departments or business units for services rendered. Slightly more than onc- 
thiid of the respondent companies (36%) utilize a charge-back system, with 
charge to client divisions or units ranging from 2% to 100% of actual cost. 
The practice seems to be taking root in Australian companies, although no 
consistent or “best practice” approach seems to have yet evolved. 

PUBLIC AFFAIRS WITHIN THE COMPANY 

Of the 57 respondent firms with a separate public affairs department, two-thirds 
use the title corporate affairs, public affairs, government affairs, or external 
affairs. The remaining firms used a variety of names, variously emphasizing 
corporate communications, public relations, community affairs, or corporate 
relations. Among the 13 companies that did not have a discrete public affairs 
department, the most senior manager responsible for day-to-day public affairs 
activities was the chief executive officer (one case), the company secretary (one 
case), or a staff manager from an area such as corporate services, employee 
relations, or finance. 


Reporting Relationships 

Among the companies with a separate department, 46% report only to the 
chief executive officer and an additional 35% jointly report to the CEO and 
another senior staff manager. Among the remaining firms, 10% have public 
affairs personnel reporting only to a senior staff manager while the others (9%) 
have public affairs personnel reporting to a manager other than senior staff 
or the CEO. The senior staff managers to whom public affairs officers report 
hold r^ponsibility in areas such as human resources management, strategic 
or corporate development, finance, and marketing. Similar reporting patterns 
appeared among those companies that do not have a separate department, with 
nearly half having a direct reporting responsibility to the CEO or executive 
management committee. 

Thrae data confirm a pattern of public affairs contact with top management 
in Australian enterprises that is also found in other nations. Whatever the 
organizational framework, public affairs is generally treated as a responsibility 
mtimately coimected to the chief executive leadership of the firm. Whatever the 
title, there is no doubt that the CEO is the primary client for public affairs counsel. 

Linkage to Corporate Planning 

Eighty-six percent of respondents stated that public affairs professionals in 
their organizations were significantly involved in the medium- to long-term 
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planning proc^^ of the enterprise. More than two»thirds of these companies 
(6H%) d^oil^ a linkage into corporate strategic planning; nearly the same 
number (65%) descril^ an input into the CEO/board committee planning 
activiti^. Other pathways into corporate planning include marketing (55%), 
human r^ouices (28%), and industrial relations (18%). 

Level of Knowledge Regarding Public Affairs 

R^pondents were asked to ass^s the level of knowledge held by their 
company’s managers reading the potential or actual contribution of public 
^aifs a^viti«. Tlie thr^ ty|^ of mangers as^ssed were top management, 
other staff manners, and line managers. As shown in Table 6, the oil and 
gas indiisti}^ ran generally ahead of others in across-the-board imderstanding 
of the value contributed by public affairs. Interestingly, in each of the industries 
dtsd, top mana^ment is generally seen as having a better understanding of 
publm affairs than other ^aff or manors. 

Evaluation of Public Affaim 

As summarize in Table 7,42 of 70 survey respondents (60%) described some 
^ort to formally evaluate public affairs activities carried out in their company 
or enmrprise. A mixture of quantitative and qualitative measurements are used 
in adoring pub& affairs poformancx. of these compani^ carry on thdr 

eraiiatMM® annual^ (31%), quarterly (17%), or twi<^ year (17%). Others 
a montWy or oul-crf-pTojea evaluation procedure. 


Tabk d, Management’ls Knowl^ge of Public Affairs 
_ Level cf Knowkdge 
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Table 7, Public Affairs Evaluation in Australian Companies 


Performance Indicators 

Type of Measurement 

Media coverage 

Qualitative and (Juantitative 

Feedback from customers or key pubE^ 

Qualitative and Qtiantitative 

Coiporale image monitoring 

Qualitative and Quantitative 

Sales 

Quantitative 

Stated objectives for particular projects, including 
time, budget and activity measures 

Qualitative and Quantitative 

Benchmarks 

Quantitative 

Market indicators (including share price) 

Quantitative 

Awards/prizes received 

Quantitative 


Note: n = 42 respondents 


Evaluations are carried on by a mix of internal and external observers. Forty- 
one percent of the companies indicated that outside consultants are used; the 
department itself (38%) or the department head (33%) were the leading intemal 
evaluators. Not surprisingly, evaluation results are most often reported to the 
CEO or corporate staff (67%). 

THE ROLE OF CONSULTANTS 

Consultants are employed for much more than public affairs evaluation 
activiti^ in Australian businesses. A very high percentage of respondents 
indicated the use of consultants to provide technical assistance in areas such 
as design and layout (88%) and public relations (72%). Less frequently cited 
were areas siM:h as speechwriting (25%), economic analysis (19%), and 
government relations lobbyists (4%). In a question that probed the rationale 
for consultants, 81% of the respondents noted that the reason to use consultants 
was to “extend in-house skills and provide specialists’ advice.” The next highest 
response was “to manage work overflow,” which received approval from 30% 
of respondents. 

The use of consultants in pubhc affairs work appears to be in a state of flux. 
One-third (33%) of r^pondents said their company’s use of consultants had 
increased over time; 24% said their use had declined; 31% said it had not 
changed. The remaining 12% said that either the use of consultants had 
fluctuatwi or did not answer. The reasons given for changing the pattern of 
use generally paralleled the reasons for using consultants in the first place, that 
is, to expand the company’s public affairs skills or to manage an overload of 
work. 
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CONCLUSION: AUSTRALIAN BUSINESS LEADERSHIP 

R^pondents were asked to characterize the nature of their company’s 
particular approach to public affairs compared to others in their industry and 
in the bro^ Australian business community. Only 48 respondents were willing 
to make direct comparisons; 17 desoibed their own approach, stressing the 
uniquen^ of their company’s activities and the specific public affairs approach 
necessary to deal with the issues arising in that context. 

The comparative responses are presented in Table 8. For the most part, the 
survey respondents beEeved that their own companies were among the best 
practitioners of corporate public affairs, whether compared to industry p^rs 
or to Australian business as a whole. 

Given the nature of the survey sample, the range of industries from which 
r^pondents were drawn and the size of these firms, this survey s^ms to shed 
valuable light on the practices and thinking of Australia’s leading public affairs 
practitioners. The data presented in this paper, and included in the Centre’s 
larger report, suggest that corporate public affairs management is evolving 
toward global standards of practice and global patterns of practice. The fruit 
of international cooperation and information sharing—directly, through 
companies that do business in venues around the world, and indirec^tly, through 
public affairs professionals and consultants—is readily evident in the 
Australian public affairs experience. 

Table Public Affairs Self-Assessment in Australian Companies 

JRespomknts in Clomparative Quality erf 

{%} EtMk Q^my («) PuWic Affairs Approach 

Better than otl^r compatues in industry 
Betta* than Australian businesses ovrarai 
tluB 'OUiGr compani^ m industry 
Similar to Australian bu^^^ ovraai 
Similar to 'Otiter compaines in industry 
Sm^ar m Ai^iaimi bimies^ overal 
thaii (Acr compani^ in industry 
Worse than Australian busine^es oporal 
Similar to other companies in industry 
Uk» Amrafai ovoal 

Similar to other compaaies in industry 
Wor^ than Australian businesses overall 
Won^ than other companies in industry 
Similar to Australian busin^^ ovoal 
Wocn^ 'Um ^odicr -exmii^nes m 'indusby 
Worse than Australian businesses overal 


31 

21 

13 

ii 

S 

S 

4 

4 


15 

10 

6 

5 

4 

4 

2 

2 
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INTRODUCTION 

Crafting managerial responses to globalization and turbulence has become a 
mainstream topic in the strategy and functional discipline literatures. 
Mechanisms such as strategic alliances, joint ventures, just-in-time distribution 
systems, offshore manufacturing, and overnight currency management have 
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taken a (antral role in shaping strategies in the 1990s. Like many other aspects 
of strategic management, these acti\ities serve essential boundary spanning 
roles, Imkmg, as they do, two or more organizations. Another aspects of 
boundary spanning that has received relatively little systematic thinking has 
emerged in the application of new ideas and perspectives related to the public 
affairs/govemment relations function (PA/GR). 

Of particular interest in this area is the response of firms to the emergence 
of the European Community (EC). As a regional economic power, in which 
indi^ual country identity may be hard to give up, the EC represents an 
ambitious experiment in the creation of a “new community” that allows more 
boundaryless trade and commerce than has been possible in the past. 
Moreover, as product standards, pricing, labeling, and ISO 9000 compliance 
procures are being developed, it is rapidly becoming clear that public 
affaire/government relations units may begin to have a strategic role in 
shaping policy for companies in the EC. 

Method 

Data for this study were developed throi^ a review of the literature on 
corporate public affairs/govemment relations and through interviews with 
public affairs managers in nine European companies with American 
headquarters and one European company. Researchers also interviewed with 
EC officials, consultants, and representative of the American Chamber of 
Commerce in Brussels to gain their insights into the public affaire function 
in the EC. In^lepth interviews were conducted with all respondents, each 
interview lasting between one and two hours. Quetions in the open-ended 
interviews focused on the development of public affairs in the EC, simliaritiVi! 
and differences between U.S. and European PA/GR functions, evolution 
of the PA/GR function over time, and the ways in which PA/GR is 
condiicted m tte EC. 


Overview 

As the European Commimity’s program of economic integration has taken 
sha|^ over tte past dght years, the public affairs fiinction in corporations 
gaiE^ in importaii<x, sophistic^oii, ami sfa^ate^c value to the firms that 
operate within the EC. Evolution is a theme that pervades conversations 
about pubHc affairs in Europe. First, the European Community is a living 
program of cola!K)ration that is currently in a state of massive flux. Despite 
political pressures to slow down, the pace of change is unlikely to slow in 
the near future, although the dirwtion of diange is l^s predidable. Issues 
that fmx public affairs ofScers frequently i^ult directly from chants in the 
ECs mission and focus. Second, the public affairs/govemment relations 
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function, different in significant ways from such operations in the United 
States, is itself evolving and changing to meet shifting demands related to 
changes in the EC and to very different operating styles and strategic 
initiatives of companies. 

Public Affairs in Context: The U.S. Perspective 

Public affairs (PA) units of United States firms represent a form of 
response to turbulence in the sociopolitical environment. PA is a business 
function designed to monitor and respond to issues that are projected to 
affect the company and to political change. As such, it serves a critical 
boundary-spanning function between the firm and key stakeholders in the 
environment, in particular, governmental bodies, community organizations, 
and other firms including both suppliers and competitors through 
interactions in trade associations. Public affairs typically incorporates 
responsibility for managing external relations including the media. A Boston 
University study highlights the function as that of *‘a window out of the 
corporation through which management can perceive, monitor, and 
understand external change, and simultaneously a window in through which 
society can influence corporate policy and practice” (Post, Murray, Dickie, 
Mahon, & Jones 1981). 

The most common activities performed by public affairs units are 
community relations (84.9%) and government relations (84.2%), as well as 
media relations (70.0%) and corporate contributions (71.5%) (Post, Murray, 
Dickie, & Mahon 1983). Typical public affairs units are staffed by senior 
management with reporting lines to top executives and the board of directors. 
WhUe maintaining a presence at corporate headquarters, many firms staff 
Washington, D.C. offices, and some have operations in major state capitals. 
In addition to operating in the interest of their individual firms on specific 
issues, the public affairs units also collaborate with industry and professional 
associations as coalitions on major issues. In their most institutionalized 
form, the public affairs units play a key role in the strategic planning process 
of their companies. 

AN OVERVIEW OF THE PA/GR ACllVmES 
OF U.S. MULTINATIONAL CORPORATIONS 
IN THE EUROPEAN COMMUNITY 

The Public Affairs/Govemment Relations Function 

The growth of both government and business in Western Europe and the 
United States has made PA/ GR activities an important focus of boundary- 
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spanning corporate activity. Graber and Hoewing (1980) defined public 
affairs as an “umbrella term” referring to corporate efforts that primarily 
relate to stakeholders in the noncommercial environment. Fleisher and 
Hoewing (1992) illustrated and categorized the broad range of activities 
failing under the umbrella definition, including community involvement/ 
corporate responsibility, communications, environmental affairs, 
government relations, international public affairs, issues management, 
political action, and strategic public affairs planning. Murray (1982) suggests 
that the PA management function is explicitly designed to deal with public 
issues and political change. Others have suggested the interactive nature of 
public affairs through which management and society can understand and 
attempt to influence each other. (Post, Murray, Dickie, Mahon, & Jones, 
1981; Sethi, 1976). 

Moore (1982) noted that little systematic research has appeared on the 
historical development of PA/GR. He attributed this dearth of research to; 
(1) the highly djmamic nature of PA/GR and the multitude of changes that 
occur in PA/ GR staffing, structuring, and activities and (2) the problems 
of agreeing on a consistent meaning for PA/GR. Other authors have spoken 
of the confusion surrounding definitions of the breadth and context of PA/ 
GR (Marcus & Mon, 1987; McGrath, 1976; Sethi, 1976). These problems 
are associated with the sporadic, and often unsystematic, scholarly attempts 
to research PA/GR. This problem is especially apparent with respect to 
understanding the role of PA/GR in multinational corporatiom (MNCs) 
located out^e the Unit€«i StMm. 

PA/GR in the Multinational Corporation 

Although there is a moderate amount of academic research on corporate 
PA/GR in the United States (for an overview, see Fleisher, 1992), there have 
been only a few scholarly attempts to illustrate and detail the international 
activiti^ of the PA/GR function in U.S. MNCs. By the early 1970s the 
Conference Board had recognized the growing importance of PA/GR by 
MNCs and detailed the finding of several sessions of an international 
conference on th^e activiti^ by comparing and contrasting these activities 
in the United States and Europe (International Conference on Public Affairs, 
1971). Boddewyn and Kapoor (1972), Boddewyn (1988), and Dunn, CahiU, 
and Boddewyn (1979), Kapoor and Boddewyn (1973) described the external 
relations performed by American multinational enterprises or transnational 
corporations in Western Europe and Asia as of the onset of the 1970s. 
Gladwin and Walter (1980) and Bergner (1982) reviewed the strategic aspects 
of MNC P A/ GR acclivities, although not specifically focusing on the function 
itself. Blake (1981) addressed the issue of how to involve foreign subsidiary's 
operating managers in the management of PA/GR. Most recently, Lenn 
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(1990) developed a typology of PA/GR strategies and structures, and Blake 
(1990) addressed broader PA/GR questions involved in managing the MNC 
sodal policies. 

Most of these scholarly efforts have been of a historical or descriptive 
nature, although recent works appear to be moving in the direction of 
correctional or causal-comparative designs. Another area with a dearth of 
academic contributions is that of case study descriptions specifically focused 
on the international PA/GR activities of United States MNCs. 

MNCs and the European Community 

The evolution of the European Community has fostered a companion 
growth of MNCs within Europe. New investment in member states has grown 
dramatically as business attempts to position itself to take advantage of the 
increasingly open borders throughout Europe. PA/ GR offices of MNCs have 
blossomed in Brussels in order to monitor and influence governmental 
policies emerging from the EC bureaucracy. 

Only recently have scholars begun to concentrate on the activities of MNCs 
in relationship to the EC. Patterson (1983) described the means for lobbying 
Brussels prior to the EC’s White Paper and Single European Act. Rogers 
(1986) edited several chapters on lobbying activities taking place among and 
between the United Kingdom and Brussels. Love (1989) more recently has 
described the EC public policy-making environment, identifying various 
tacks with business can take to influence decision making. Andersen (1992) 
is the first major work cataloguing the interaction of business and the EC. 
She highlights key public policy issues and details a variety of strategies 
available to businesses to respond to these governmental proposals. Specific 
insights about business relations to the EC can be gleaned from Adamson 
(1988), Naerts (1990), Newman (1990), Steel (1990), and Van Schendelen 
(1990). 

The literature and previous empirical efforts should lead scholars to 
consider a number of key dimensions in developing an enhanced 
understanding of the public affairs/government relations efforts of an MNC 
in relationship to the EC (see Table 1). 


Summary 

current level of knowledge about relations between MNCs and 
national and regional government in various contexts is growing. However, 
what is known about PA/GR activities and functions of MNCs and 
European compames of American parentage (ECAP) is clearly insufficient. 
Many PA/ GR stakeholders recognize that there is a pressing need to better 
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Table 1. Key Dimensions for Analyzing an MNC’s PA/GR Efforts 


Dimension 

I. StoKliiie awl 

organization 


Z 


ICey Issue(s) 

Centralization of pkmnmg, decision making, activity 
implementation: Autonomous EC PA/GAR unit, U.S. 
headquarters-diiMled, ECAP headquarters-directed, EC PA/GR 
unit with other EC-based units. 

Mission statement!planning: Formalized mission? Involvement 
(degree of) in ECAP business planning. 

Senior PA ej^cutive: Title, reports to (title). 

Posture: Proactive, reactive, interactive, inactive. 

Symmeiricality: 2-way as 3 mimetiic (influence) versus 2-way 
symmetric (information sharing). 

Overall geogrt^Mc approach: Pan-European, Member-state 

S|«nfe, Mixol UMKie approach. 

CoEaboraiivisy: Iiuiependent, work through associations, ad hoc 

partnorn^ of commltants. 

Con^mrmm to owrnir MNC PA/GR approach: Similar, 

di^mtlsar 


3. C^raboiial • Aait^^ orimtatkm: Commumcatjons-orient^^ gnvfir nTnftTi# 
apprcwii rdMioas orfentwi, c»inmuni^ indations oriented. 

• pn^me: Iiuemal lobbyists pr^ent, external iobbpMs 

• Ptdr&: |?oficy tmr^ts partkular targets, d^ree, and 

of mterwadon): isompany law, sodbl affairs, consumer 
MS, eavironiMiit, competition policy, inteitectual proj^rty, 
iadiiMiial tetaxmimuiiM^ioim, taxation, finaiOTai 

SHiracea, 

• RdrUe jM*&y lAefcoisfc' taigets partbular targets, 

degree awl n^plarity cd" imaradion); l^ireauaratic, execudve, 
jiaiMal, ^gMrtive, piiblK>-iai:-laige, various combinatiozts. 

• aw! importance of PA 
GR, CR, IM, PR, dc. 


4. R^«tii^^ • R^Mwta^nMmm^fs to (tiha^ ECAP areas: Ver^c^sM 

hoiia»aMiidMKw^^wkhlii«, staff, 
ail #o jBG4P<w»r Diiert, indiitx^ 

whcml)^ 

• FSn^iiowy ami m^are commammtkms (widi/): hiKidquaiteis 
PA/GR, i!«iib«* state PA/GR, otte ECAP units, ote MNC 

• Simnm of JSC PPM wtfmTm^km: Intenal, external, primary, 
SBOQiMiHy, owiwi, contrwtel 


5. Staffi^ 


• ^mai^catkms cf key staff members 

• ReGrt^mm^ jeiaclim^ ami prt^e^xm (dtaaif^ioiis); 

• DAa^mtm^^ffi^mnudgk^opmm^mweECplMxmmt 
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Table L (Continued) 


Dimension Key Issue{s) 

6, Context and • htdmtry group of ECAP, product!service offerings: 

ECAP background • ECAP*s financud performance: 

• Number of employees (professional! total) (In): MNC? 
ECAP? PA/GR? ECAP PA/GR? 

• EC A P*s past history with respect to PA / GR events: EC unit’s 
time in operation, EC PPE issues invovement 

• Degree of PPE influence on accomplishment of ECAP’s 
market objectives: 

• Degree to which EC stakeholders have engaged the ECAP 
with respect to EC PPE decision making: 


Mmmm: pl^lier & Roewiug, 1992. 

understand this increasingly important function. This need will only grow 
as United States MNCs continue to develop business relationships in nation 
states formerly closed or unattractive to U.S. business or new regional 
economic blocs. This challenge is currently most pronounced in the EC due 
to the continuing movement toward economic and political integration. 

EC: EVOLUTION AND CURRENT STATUS 

The EC itself represents an entirely new kind of stage in which business- 
government relations take place. This section will present a brief overview 
of the evolution of the EC to its current status in 1993. 

Writing m 1986 before the collapse of Russia and other tumultuous events 
surrounding the EC in 1992, Robert Gilpin argued that a mixed system of 
mercantilistic competition, economic regionalism, and sectoral protection¬ 
ism was replacing the postwar age of multilateral liberalization (Gilpin, 
1987). A benign mercantilism was the best hope for economic stability, and 
a cause for moderate optimism if linked to continuing United States power 
and leadership, joint security ties of the major economic actors, and the 
economic stimulus of high technology. The intervening few years have 
changed the context and perceptions of Gilpin’s three conditions 
dramatically. The end of the Cold War has transformed joint security 
interests predicated on the Soviet threat, to disparate and independently 
pursued security goals among Europe, Japan, and the United States, the 
prime and roughly coequal actors in a new tripolar world. High technology, 
while surely a major stimulus to growth, increasingly has become an 
instrument and object of divisive zero-sum trade and domestic policies. 
Finally, the ability and inclination of the United States to play its sustaining 
role as hegemon in the waning multilateral liberal system is increasingly being 
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questioned. Regional rivalries seem ever more likely in the new game where 
economic competition and immigration patterns have become dominant 
measures of nations’ security interests (Thurow, 1992). 

The role of the EC in this study of corporate public affairs and government 
relations in Europe is informed by linkages to the economic foundations of 
the post-Cold War seciinty system. This argument will be developed in four 
stages: (1) a brief historical review of the development of the EC in the post 
war era; (2) EC 1992, viewed as a recasting of the internal European bargain 
in the context of the mid-1980s; (3) Maastricht and its continuing aftermath, 
interpreted as the EC’s effort to redefine Europe after the collapse of Russia 
and the end of the Cold War; and (4) speculation on the EC in the future. 

The pace and magnitude of events surrounding the EC in the recent past 
are overwhehning: conflicting national referendums, Italy, England, and 
Spain s devaluations and withdrawals from the Exchange Rate Mechanism 
(ERM), the Edinburgh Summit in December, 1992, the launching of the 
twelve-nation single market on January 11, 1993, new membership 
application approvals for Austria, Finland, and Sweden, the French 
parliamentary election in March, 1993 and the second Danish Maastricht 
vote shortly thereafter. Through it all, Europe has reshaped itself and its role 
in the world. Distinguishing between the domains of trade and finance, on 
the one hand, and politics and security, on the other, is helpful. The former 
was the locus of the original EC 1992 design, while the latter was the target 
of the so-called ‘^deepening” of the EC in the Maastricht Treaty. Bargaining 
within and among the EC members, and accommodations with outside ac tors 
and influences frames another organizational dimension of thk section. 
Distinctions between the two domains and inside/ outside bargaining have 
both narrowed as security concerns increasingly became the dominant 
independent variable of this extraordinary institutional saga of states and 
markets (GUpin, 1987; Lindblom, 1977). Such is the nature of the 
environment now confronting the public affairs/government relations 
functions of ECAPs and multinational corporations in Europe. 

A Brief EC History 

T^e Treaty of Rome, signed in March 1957, officially launched the six- 
nation European Economic Community (EEC) on the first day of the 
follovmg year, consolidating its 1951 origins, when the Treaty of Paris 
^tablished the European Coal and Steel Community. The fundamental 
bargaining concerns of the original partners were the binding of Germany 
to the rest of Europe and rekindling of European economic growth. 
Germany, the do m i n ant s^unty issue, thus became internalized, anH 
a:onomics the EEC’s primary focus, as its name suggested. A partial internal 
market was created, but European projects were quite limited and national 
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economic interventions tolerated. Trade was to be the crucial link among 
the countries. The primary external bargain was national treatment of the 
subsidiaries of foreign firms within the market. This was the United States 
poker chip in return for its Cold War foreign-policy-based support of a 
common market entity not really in accord with the precepts of the post- 
Bretton Woods free trade/open markets vision. 

The ensuing years, from 1958 through the genesis of the 1992 movement 
in the 1980s, were not conspicuously successful, spawning the terms 
‘‘Europessimism” and “Eurosclerosis” in the face of continuing disappointing 
European economic growth rates. But, the enabling mandate of the Treaty 
of Rome was institutionalized. The Common Agricultural Policy (CAP) was 
adopted in 1962, though subsequent implementation engendered continuing 
strife with the United States and other agriculture-exporting GATT members 
outside the EC (the name change was also a harbinger of things to come). 
The customs union was completed, the governing institutions formulated and 
honed, and membership expanded, first to nine in 1973, then ten in 1981, 
and, finally, the present twelve in 1986. Creation of the European Monetary 
System in 1979 provided another clue as to future movement toward 
increased federation, notwithstanding the absence of the means of 
implementation and the years of internal bickering. 

The extraordinary economic and political events subsumed imder the term 
EC 1992 can be best understood and interpreted when considered separately. 
The first, a realignment of the internal EC economic bargain, as envkioned in 
the Commission’s 1985 White Paper and the Coimcil’s Single European Act 
of the following year, provided a blueprint for achieving a truly single market 
and the political means to do so (i.e. the qualified majority requirement). The 
second, a politically motivated redefinition of Europe based on transformed 
purity perceptions, was embodied in the Maastricht Treaty of December, 1991. 
Current EC turmoil reflects ongoing perceptions of and reactions to the conflicts 
en^nder^ by th^e two momentous turning points in the history of the EC. 

Recasting the EC Bargain: The White Paper and the SEA 

The EC’s birth was a product of nation-state politics, but the EC’s 
institutional actors played a m^or role in the transformation of its mission 
and organizational design in the mid-1980s. The failure of national corporatist 
strategies to produce acceptable growth rates and jobs, triggered, under 
commission leadership, a coalition of EC, national government, and company 
actors in support of a truly unified internal market as the remedy for 
Europessimism. The Treaty of Rome may not have provided the economic 
wherewithal for Europe’s growth needs, but its institutional legacy provided 
a new venue for the art of politics. That venue became the catalyst for the 
new economic bargain. 
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The Commission’s White Paper, publish^ in June, 1985, provided the 
vision, the 1992 timetable, and the much discussed 279 legislative proposals 
designoi to transform the founders’ limited internal market profile into one 
with truly free movement of goods, services, capital, and people across member 
countries’national boundaries. RACE and ESPRIT, EC-wide high-technolo^ 
programs initiate in the early 1980s provided a model for the White Paper’s 
nearly all-encompassing market vision. 

The Commission originated the idea of the R&D consortia in the face of 
failed national policies, and then European companies persuaded their 
national governments to support the ioitiatives. The Roundtable of European 
Industrialists (ERT), formed in 1983, became an ally of the EC initiators, an 
advocate of the single market, and a powerful lobby in addressing national 
government opposition. In the case of the revised European bargain, EC 
institutional origination and corporate support, was augmented by national 
executive leadership from countri^ where market-oriented solutions had 
regain^ political favor. One i^c^nt study suggests that the White Paper’s 
tactic was to ‘*move above and below the levels of controversy.” It provided 
the vision and timetable on the topside, and, via the numerous legislative 
proposals, the nuts and bolts below, but left the political questions of gain 
and pain for others to decide (BRIE, 1992). Matters in between became the 
concern of the Council of Ministers, the official recipient of the 1985 White 
Pai^*. 

The Single European Act (SEA), signed by the Council in February 1986, 
to take effect July 1, 1987, provide the political r^ources to implement the 
roast Eiiro|^n l^i^in of EC 1^2. Its mcKt cx>mpelling diange was to sweqp 
away the Treaty of Rome’s requirement for member unanimity with a qualified 
m^oiity procedure that wouW apply on all matters i^taining to the 
otablishment of tte intenal marto. TM vdo power of EC somagn memb^s 
was no mom as far as the 1985 White Papor was com^med. The SEA also 
al^toi 'M^iKvcnmnt of a sir^te markrt by ^tablisliing a mc^ favorol nation 
claum of sorts with to ioi^-stawiing dispute concerning national 

stajMlaids. Scxaal, environiimntal, and R&D provisions were also that 

would soon have poEtk^ ramific^om. 

TTk 1985 White Pa|^ aiMi tlm SEA, in tandon, constitute! a new internal 
a^nomic plan for tlm EC with far-reachii^ consequence. But the plan also 
tiig^i^ a daunting ^emda for EC teations with the outside world. Europe’s 
economk fterformaiM^ probtems wae in no small measure a function of the 
adveise impact of J^an% fast iteveloping TOonomic prowess on European 
markets. TIk imw bargain^ inward thrust and preoccupation rais^ the larger 
qiration of whetlmr ‘‘Fortum Europe” was a constitumt part of the new 
bargain. Indeed, it has b^n forcefully argued that the “House of Europe,” by 
ddmitioE, must sharply distinguish brtroen how insidars and outsiders are 
treated (Thurow, 1992; Tyson, 1992). M^or agenda items of the ongoing 
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managed trade debate, such as general versus specific reciprocity, or rules 
versus outcomes, speak to these issues. 

The new internal bargain of EC 1992 thus b^ot a formidable bargaining 
aynrfa for global relations by virtue of its heightened challenged to the norms 
of GATT and free trade. But, these complications paled before those that were 
forthcoming with the collapse of the Soviet Union, German unification, and 
the end of the Cold War. The domains of trade and security became distinctly 
overlapped. The Maastricht Treaty of December, 1991, can be viewed as the 
ECs first considered attempt to adapt EC 1992 to this altered world. The 
extraordinary unfolding of subsequent EC crises and diplomacy are measures 
of the enormity of this task. The 1990s challenge to the pubhc affairs/ 
governmental relations function of the multinational corporation in Europe 
has been enormously transformed as weU. 

Maastricht and the Redefining of Einope 

Thurow (1992), writing before the collapse of the European Exchange Rate 
Mechanism, but well after the transformations in eastern Europe, asserted that 
EC integration was unstoppable, and that Europe was most likely to dominate 
the tripolar world of the 21st century. Europe will win the “head to head” 
competition because they have no choice. Fear of rampant immigration will 
marshal political will. The Berkeley Roundtable has reached similar 
conclusions based on changed secmity needs as a result of the revolutions in 
Eastern Europe. Instability in the eastern corridor, revitalized membership 
pressures from wealthy countries in the European Free Trade Association 
(EFTA) no longer caught between East and West, and the need to further 
consolidate a now united Germany, argue for an EC protagonists’ role in 
redefining Europe. The Maastricht Treaty in December 1991, the culmination 
of the summits of 1989 and 1991, and the two intergovernmental conferences 
on political and monetary union was the political response to these challenges. 
Thus EC 1992 stage two is an externally induced political addition to the 
internally derived economic focus of stage one’s single market 

From this perspective, Jacques Delors’ notion of “deepening” the EC with 
further political and monetary union was driven by the increasing interaction 
offerees from the economic and security domains. Deepening was supported 
by the same coalition that had orchestrated the politics of EC 1992 Stage One. 
The agenda of the first intergovermnental conference in 1991 was clearly 
political—the social, foreign, and defense policy initiatives, hedged with the 
various unanimous vote provisions, measured the tensions between acting on 
perceived external threats, enhancing the EC’s legitimacy and governance 
capabilities, and the continuing vitality of old nationalist sentiments. Indeed, 
“subsidiarity” has become the new term for balancing the tensions between 
the sovereign and EC 1992 as a global protagonist. The second 
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intergovemmental conference, which produced the treaty on economic and 
monetary union (EMU), was also the product of political strategies. The goal 
was to further the institutionalization of an expanded Germany into the EC, 
whether or not the southern tier of nations would be able to m^t the complex 
national performance indicators built into the EMU timetable. 

Europe’s turbulent 1992 att^s to the enormity of the political challen^ 
confronting Europe in reconstituting EC 1992 in the post-Cold War world. 
The sa:ond, highly politidmi phase of EC 1992, unlike the 1985 White Paper, 
was not able to move above and below the levels of controversy. The throng 
of European events brought controvarsy to the foreground as Europe sought 
to redefine itself and to grow more rapidly. But, the Edinburgh Summit in 
Etecember, 1992, attets to the positive inertia developed since the Treaty of 
Rome in 1957 and the resolve of EC 1992’s leadership coalition to play a larger 
role in the emerging tripolar world. Consensus was reached on a wide range 
of issu^ including the EC bud^t, application approval for thr^ EFTA 
members, and, most importantly, revisal terms for a second Danish vote on 
Maastricht, now schedule for Spring 1993 {Economist December 19, 1992). 
Edinburgh defused political controversies and bough time in which “to make 
sure that the single market is allowai to flourish” {Europe, January, 1993). 
Recasting die European bargain and r^efining Europe are increasingly similar 
goals as the domains of economics and security merge in EC 1992. 

Speculation on EC in the Future 


The Berkeley Roundtable (1^2) projects three possible future scenarios in 
the new tripolar mercantilist world: (1) regional rivalry of three largely 
autonomous trading bloc^ competing in a harsh zero-sum game based on 
independent security conceptions tied to winning the economic game; (2) 
benign r^onabsm in which three largely autonomous blocs would operate 
with low levels of interdependence and limited market interaction; and (3) 
managed midtilaterahsm with strong links to the postwar system, in which rul^ 
still obtain^ and a mutual sa:urity system could be sustained by joint patterns 
of collaboration and competition. Each of the outcomes is deemed likely to 
include characteristit^ of all three, althou^ l^nign regionalism is judged the 
&dy of fiK thr^ to preraiL 


Europe’s future profile will be shaped in the new tripolar game. The new 
trade theory argues that trade is not always about mutual gain; it is often 
a competition about national futures where policy-induced outcomes can 
produce zero-sum r^ults. Japan’s continuing export-led aggressive mercantile 
competitive strategies are a c:ase in point. They could be contained in ways 
fostering greater regional rivalry or a managed multilateralism. The EC’S 
future profile will be greatly influenced by relations with the United States. 
The Clinton Ad minis tration shows signs of adopting more aggr^sive trade 
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policies. In the view of the new Chair of the Council of Economic Advisors, 
Laura Tyson, managed trade policies without supporting domestic industrial 
and technology policies, will be inadequate in the new “rigged international 
game.’ Evidence of consolidated, Administration, international, and domestic 
policies spurring U.S. economic performance and specifying global rules and 
outcomes could push the EC toward managed multilateralism (Tyson, 1992). 
But, the coalition of EC and business elites cited above has increasing interest 
in European business initiatives such as Airbus or the R&D high-technology 
consortiums that could be openly at odds with American policy objectives. 

The public affairs function in European firms, in ECAPs, and in American 
multinational corporations is very much a party to future speculation about 
the EC as well. With the pattern of post-Cold War structural changes beginning 
to emerge, increasingly, poHtical choices will influence outcomes. Corporate 
public ^fairs strategy, the character of business-government relations, and 
differing comparative practice wlQ be major contributors to that political 
debate. The focus of this study on corporate/ EC relations is on how the forces 
of mercantile competition will be played out. 

PUBUC AFFAIRS/GOVERNMENT AFFAIRS 
IN THE EC: THE COMPANIES' PERSPECTIVE 

Ctf the tel firms interview^ in Brussels, nine were ECAPs (European 
companies of American parentage), and one was a Dutch multinational 
(Phillips, NV). The ECAPs were 3M, American Exprm, General Motors, 
IBM, Merck, Monsanto, NYNEX, Philip Morris, and UPS. Three of the ten 
firms were in service industries (telecommunication, transportation, and 
financial services). The remaining firms were engaged in manufacturing 
industries, including food and tobacco, pharmaceuticals, computers and 
electronics, auto, and industrial chemicals. (For more detailed profiles of each 
firm, see Appendix A: Company Profiles.) 

Interviews were conducted with a major public or government affairs 
executive for Europe at each of the ten firms. A number of similarities among 
firms and several differences emerged from these interviews. The most common 
observations made by respondents concjemed the style of busmess-govemment 
interaction in the European Community (open, accessible, cx)llaborative); the 
thinn^s of staff at the Commission; the value placed by EC officials on high 
quality information; and the preference among EC officials for dealing directly 
with industry or association representatives rather than individual firms. 

The differences revolved around three issues: industry characteristics which 
affectoi the focus and importance of government relations activities; product 
characteristics which affected the locus and breadth of government relations 
efforts; and firm commitment to its European operations. 
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First, firms differed in the degree of product regulation they (or their 
industry) facoi, with the service firros being the most regulated. More regulated 
businesses tended to pursue a more focused issue strate^, primarily concerned 
with competition policy, market access, and rules. 

Second, firms differed in the degree to which their products were 
standardized, either internationally or regionally within Europe. For example, 
pharmaceutical products are formulated virtually identically in all markets 
where they are sold, though some products are not sold in all markets. By 
contrast, consumer foods often differ between regions—U.S. versus Europe— 
and even between countries within Europe, due to local tastes and preferences. 
Firms with greater product standardization (“Europroducts’^ tended to pursue 
a dual-track government relations strategy aimed at both the EC and national 
capitals. 

Third, firms differed in their “Hfe cycle’" stage and extent of their European 
operations. Some firms, like American Express, have been in Europe for over 
KM) years, while others, like NYNEX, have arrived only in the last few years. 
Similarly, some firms maintain full-scale operations (i.e., manufacturing, 
distribution, and sales), and have a presence in most or all EC countries, 
while others have confined their operations to sales or service centers, and/ 
or to one or a few^ countries. Firms with more extensive (and longer lived) 
European operations tended to be more involved in current EC social 
legislation, as well as economic or competition policies related to their 
industry or businm. 

The public affairs/government relations (PG/GR) function seems to 
conceptualized along a continuum ranging from external communication of 
company ethos (general self-presentation) throu^ participation in public and 
government poEcy debates about issues of central importance to the firm 
(spedfic issue analyse and pr^entadon of information) to direct influence, 
manipulation, or control of spedfic strategic poEcy or regulatory decisions by 
government actors (‘‘holding the pen"^. Tlie position of the companies 
interview^ along this continuum seemed to depend upon two factors: overaE 
parent corporate culture (corporate dtizen versus private interest); and degree 
of strate^c business dependence upon specific government authorization or 
regulation. 

For example, the two firms which most clearly anchored the “holding the 
pen” end of the continuum were Merck and NYNEX. Both firms’ 
representatives clearly articulated the dependence of their firm’s operations 
on government or regulatory poEcy as primary rationales for both the 
importance of the PG/ GR function within their firms (including staff size), 
and for the specific approach they took to the PA/GR function (strategic 
issues management, green papers, etc.). Further, while both of these firms 
worked through various assodations, notably the American Chamber of 
Commerce, they were also the two firms which reported engaging in the 
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greatest degree of personal lobbying, that is, influencing of EC commission 
members and staff. 

At the other end of the continuum, Monsanto appeared to be largely or 
completely disengaged from the lobbying proems, working exclusively through 
industry associations in the area of issues management or representation. 
Instead, Monsanto reported a focus on communication, emphasizing 
information disclosure and consultation by line management with internal 
employee and external community leaders as their primary functional activity 

and responsibility. rr 

In contrast to the diversity of approaches and functions of PA/GR officers, 
the organization, structure, and staffing were fairly consistent across the 
companies interviewed. The PA/ GR office was structured as a staff function 
(parallels to legal, tax, and human r^ourc^ functions were drawn by some 
interviewees), with matrixlike support relationships with line managers upon 
whose resources (personnel time and information) PA/ GR officers draw for 
leadership on issues management. European PA/GR offices were staffed (at 
surprisingly low levels) by an executive with up to seven or eight direct reports 
(including secretarial and admimstrative), sometimes located in multiple 
European cities. These office/staff sizes were described as large by European 
standards, and were generally collateral to their United States counterp^s 
(thou^ in some cases, notably IBM, there was a direct upward reporting 
relationship betw^n the European PA/GR executive and the senior U.S. 
executive with PA/GR responsibility. In most cases, the European PA/GR 
executive had a direct reporting relationship to a senior European executive 
with overall line management responsibility for European operations. 

There appeared to be high levels of congruence between the United States 
and European PA/ GR offices/functions in the companies interviewed, despite 
clearly articulated differences in the style of lobbying or influence activities as 
part of business-govemment relations activity in general between the United 
Stat^ and Euroire. On the issue of style, there was near unanimity that the 
proems of influencing government policy in Europe (or at least the EC) was 
more cooperative, more open to industry participation, and had a gr^to 
irerceived need for expert input, than in the United States, where adversanality 
was a more dominant mode or ethos. Further, almost all interviewees 
commented that the Commission was interested in receiving ""reliable, high 
quality, information^ from business and industry, and that there also existed 
a strong preference in favor of business representation through associations 
groups of businesses organized along industry, sector, or issue-specific lines 
rather than by individual firms. All the companies interviewed appeared to 
have leen strongly socialized to common norms on this issue, that is, the 
appropriate way to address the Commission. Finally, almost every company 
interview<^ commented that ECAPS were at a disadvantage in terms of their 
influencx relative to pure European firms (those with European parents), not 
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so much at the EC level, but with respect to European firms’ enhanced access 
to member-state representatives on the Commission and to their home country 
parliamentarians. 

THE EVOLUTION OF PUBLIC AFFAIRS/ 
GOVERNMENT RELATIONS IN ECAPS IN THE EC 

ECAP’s public affairs officers use many of the same techniques in Europe as 
in the United States: issues momtoring, issue ownership, analysis, and response, 
and political tools such as advocacy, coalition and alliance building, and 

information di^mmation. 

in the Structure of PA/GR 

There are a variety of PA/GR function-specific issues facing ECAPs in the 
EC: These include being an ECAP, wielding *%ifluence without mfluencmg,” 
strategic use of public affairs, and the life cycle of PA in ECAPs. 

MugmECAP 

In general, ECAPs want to be perceived as European firms rather than 
American firms. Recognmng that there may be problems if they are viewed 
as outsider attempting to influence EC policy, they choose to position 
themselves as insiders with a natural interest in what is happening to EC policy. 
They attempt to achieve insider status by emphasizing their contributions to 
the Europeans or local economies (e.g., number of people employed, products 
or services product, markets served locally), and downplaying their American 
heritage. In fact, some of the ECAP divisions operating in Europe are 
reasonably independent from their Unit^ Stat^-based parents, lending some 
legitiimcy to this positioning. 

Influmm wMtemi Influeming 

Representatives of ECAPs in this study view the role of public affairs as 
that of information provider and expert in contrast to influencer. While 
admitting to direct lobbying efforts in some cases, European PA officers 
interviewed generally wanted to exercise “influence without influencing.” 
Sensitive to their American parentage, ECAPs wish to be seen by members 
of the EC as credible sources of ne<^ssary information, rather than as directly 
attempting to shape EC polici^. Importantly, they desired to be viewed as 
European companies operating in Europe, employing Europeans, and helping 
the European economy as a whole. 
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Because the European Commission is thinly staffed, has a short history, and 
generally operates in a less adversarial mode than United States lawmakers, 
access to commissioners has been both informal, dependent on the individual 
styles of commissioners, and relatively easy. Because the European political 
cultum is less adversarial than that of the United States, much of the public 
affairs activity is conducted out of public si^t. Private and informal persuasion 
efforts are used more commonly than in the United States. Some ECAP 
companies have initially stumbled in the EC by instalEng, as their 
representatives, individuals who are perceived as brash Americans who 
understand little about Europe or its culture and who attempt to exert influence 
more directly as they might in the United States (see The Life Cycle of PA, 
below). Over time, as is noted below, the PA/ GR function seems to evolve, 
with Europeans replacing Americans and techniques of influence becoming 
more adapted to the European culture. 

As EC integration moves away from the emphasis on policy making that 
has predominated to date toward implementation of policies in the member 
stat^, some PA/ GR officers suggest that an increasing num^r of bureaucratic 
obstacles may begin to impede access; overall, complexity is expected to 
increase as this implementation continues. During the implementation phase, 
each member state will be responsible for individually implementing EC 
policies. The result will be that more public affairs activities will have to take 
place on numerous fronts, that is, within individual countries and 
simultaneously, as opposed to the more centralize, Brussels-oriente activity 
that has characterized the function to date. 

Strai^ Use of Public Affairs 

Some PA/GR office in Europe, just as in the Unite States, are far more 
sophisticate in their development than others. The more sophisticate 
ECAPs, and perhaps their parent compames, s^m to be taking their public 
affairs funeon seriously by direey linking the public affairs funeon to 
corporate strategy. The emergence of this perspeeve suggests that there is a 
developmental cycle to the recognition of the importance of the public affairs 
function itself. That is, companies do public affairs at first because they have 
to, and then they begin to understand its strategic usefulness and begin tying 
public affairs directly to corporate strategy. 

Life Cycle of PA in ECAPs 

The public affaim function in ECAPs goes throu^ a developmental cycle 
that resemble the development of the global firm (from the emergence of an 
international department, to the multinational, to the global firm as 
understanding grows), as well as the increasingly sophisticated application of 
PA technique and integration into company strategic affairs documented by 
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Andrews (1987). In the case of PA/GRj, the developmental cycle discussed 
seems to involve several stages. First, a company recognizes that PA/GR is 
needed and sends a representative (frequently a U.S. citizen) over to Brussels 
on a part-time basis. Next, an office is established, typically staffed by the 
indi\ddual who had been serving in Brussels. The office operates this way for 
one or two years. Then, the company establishes a permanent office in Brussels 
and hires a European to run it. Finally, as some of the more advanced PA 
functions indicate, compani^ begin to understand the relationship of PA/GR 
to corporate strategy^ and include the PA/GR office in strategic planning 
efforts. 

From the perspective of organizing a public affairs function in Europe, the 
evolution of issues from the pan-European policy level to the member state 
administrative and implementation level may hint at a concurrent shift in the 
focus of PA professionals over time as well as in how PA is organized. First, 
PA/GR offices will n^d to or^nize for collaborative action at the pan- 
European level so that new policies reflect the consensus of abroad 
representation of individuals. Simultaneously, they will have to organize for 
action in member stat^. Second, the skills required of PA professionals 
performing these tw^o fimctions may differ markedly. At the policy level, skills 
in framing of issues, in coEaboration and negotiation of positions, and in 
performing the low-key t^k of influencing described above may be paramount. 
At the member state level, however, direct lobbying on behalf of individual 
firms and focusing on critical issu^ of implementing policy wiU likely be more 
essentiaL 

Table 2 compare the developn^ntal sta^ of U.S. pubic affairs units to 
thc^ of EC companiK. The fram^ork, develoj^i by the Boston University 
study ami enham^ by Andiem, sugg^ in ^neral that pubic affairs 
fiiictioES go throu^ an evolution sumlar to the sto.tegic mana^ment pro(^^. 
Eacii iw|uirK mlditional skills and n^ouiTOs and impl^ a broader set of 
InkagK both within and outside the firm. Andrews d^cribes the phase as 
folows: 

• Phme I-Pre-Public Affairs. External relations activities are handled by 
the CEO, pubic relations personnel, and outside experts. Responses are 
ad hoc and reactive; there is Ittle resource commitment or integration 
with company planning or 0|erations. 

• Phase Il-Shaping. In response to a catalyst, external relations activities are 
mnsoldatel into a mial ^>aiate unit 11 k (^talyst niay be a crisis or threat 

to the firm s business core, or it may be an internal awareness of the need 

to 1^ more efficient, to make iKtterure of resource orthat external relations 

are “too much to handle anymore.” Responses are reactive, but better 
coordinatoi. Some r^ourc^ are formally committed to the function, and 
there may Ik some integration with planning aivd ojKrations. 
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» Pfmse III-Building, The public affairs staff expands and centralism. 
Responses are both reactive and anticipatory, depending on the issue’s 
priority. Resource commitments grow and are identifiable in the firm’s 
budget. Integration with planning and operations increases. 

• Phase IV~Consolidating and Refining, Analytical tools and techniques 
become more sophisticated. The department continues to grow at first, 
but may shrink as efficiency improves. Responses are less reactive, more 
focused on internal and external influences. Good integration with 
planning, and more input into operations is evident. 

• Phase V-Integrating and Institutionalizing. Small centralized staff 
retains oversight functions and some direct control, but external relations 
are part of operating managers’ responsibilities. Responses are reactive, 
responsive, or proactive, depending on the nature of the issue. 
Identifiable resources are smaller, but actual resources are diffused 
throughout the operating budget and are more difficult to isolate. Good 
integration with planning and operations is evident. 

From the table we note that public affairs can be describoi not only in terms 
individual company behaviors, but also in how they form collectives and 
alitions to address issues. It is evident that local presence in individual states 
the United States and member countries in Europe is created, along with 
national presence, in Washington and Brussels, r^pectively. To stay on top 
emerging issues, both European and U.S. finm maintain public affairs 
aerations in a variety of commercial and political centers. The differences may 
I in the more recent emergence of Brussels as a political or policy center for 
irope. Two distinctions from U.S. public affairs operations are apparent, 
rst, the EC is at a relatively early stage of development as a policy making 
>dy for the European collective. EC’s staffs are small and their workloads 
imense. As such, they are more inclined to r^pond to business positions as 
collective, rather than take the time to hear individual firm viewpoints. They 
e also in need of the type of information that companies and associations 
m supply, as long as these organizations are careful not to be perceived as 
tempting to overtly influence the legislative proems. This might explain the 
tal role that the American Chamber of Commerce (AMCHAM) plays in 
dping forge the business response to issues in Europe. 

Related to this early stage of development is the sense that issues 
frastmeture elements, such as the hearings process, lobb3nng systems, public 
terest groups, administrative mle-making, and judicial review, are also in an 
irly stage of development. While these processes may be well developed in 
[dividual countries, they have yet to emerge as a forex in the EC collectively, 
econd, as a policy making body the EC has limited control over the 
nplementation of directives in the individual countries. From a public affairs 
xwpoint, issues need to be addressed not only in Brussels, but also in the 
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Table 2. European and U.S. Company Profile 
in the Development Stages of Public Affairs 
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individual member country. No assurance exists over the consistency of 
interpretation of policy in individual countries that we might take for granted 

in tte UnitKi State. 

Issues in the Evolution of the European Community 

The EC is a living program, focused primarily on monetary and economic 
umon, the creation of one huge market from among many markets. The 
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primary objective of the EC is to provide ecoaomic arid social improvemeats 
for member states ia the form of uaffied labor aad market economies. Although 
the staff of the EC is quite small by U.S. standards for a goverameat agency 
(about 12,000 commission staff, excluding interpreters), the EC is charged with 
development of economic policy for the 12 member states. Implementation 
of those policies rests in the hands of the member states themselves. There are 
a variety of issues arising from characteristics and dynamics of the EC. 

Shift of Emphasis from Polio/ to Irnpkrnmtation 

As the EC has moved closer to reality, emphasis is rapidly shifting from 
the promulgation of policies, handled by the cxntralized EC in Brussels, to 
implementation, which win be handled locally. Emergent foci related to 
economic integration are common foreign policy, R&D policies, environment, 
and social policies. The market and economic integration are largely a fait 
accompli. StiU to be developed are social and potentially political integration, 
which are much more politically sensitive and difficult to accomplish, as there 
are difficult cultural, philosophical, and political differences among member 
states that are far from resolution. Events during the fall of 1992 simply 
highlighted these complexities. 

Informal Easy Access to EC vs. Aa^ at the Member State Level 

Because the EC is thinly staffed, centralized, and has a relatively short 
history, access to and information exchange with commissioners has been 
relatively easy up to this point, although it has been dependent on the style 
and personal characteristics of individual commissioners. As the focus shifts 
toward implementation at the member state level, access will become 
corr^pondingly more complex as 12 different bureaucraci^, some of them 
very complex and hard to penetrate, will need to be worked with. In this 
transition, “Eurocratitis” may occur at the nation-state level more than the EC, 
since the EC is largely involved in promulgating policies (and is amenable to 
good, accurate and useful information supplied by companies). More 
bureaucratic procedures and more difficulties in determimng both who and 
how to access (to influence, shape policies) is likely in the implementation 
stages, which will be handled more at the member state than European level. 

Pan-Eurojmnism 

In contrast to individual coxmtry perspectives that apparently used to be 
pervasive (e.g., government affairs focused at the national level), a new 
perspective seems to be emerging that combines a national perspective (doing 
business at the country level) with a pan-European perspective (doing business 
at the regional level). While pan-Europeanism creates a tension with the 







124 


apFFREYDENNETAL 


integration and consolidation of policies at the Europe level, implementation 
takes place through member state governmental policies, laws, and procedures 
(i.e., at the member state level). Organizing to deliver public affairs services 
and messages creates a similar tension. The development of a pan-European 
perspective has resulted in an emphasis in PA on industry, association, and 
consortium level activities which are rather important in the shaping of a broad 
perspective, as opposed to the views that might be offered by an individual 
firm. The tensions of implementation at the member state level, however, may 
dictate a return to both individual firm and individual country foci in the future, 
particularly if economic integration is imperiled by political events. 

ftzfacfed EC Chmg^ 

Despite the political and economic turmoil that emerged as the 1992 deadline 
for ^onomic integration moved closer, most observers in the study believed 
that the EC was ^sentialiy a fait acxompii. Expectations for the future involved 
widening, deepening, and continuing democratization of the EC (although 
some of those expectations may have been shattered by recent events). The 
EC’s membership and reach is likely to continue to grow, according to 
interviewees. Additional nations from Central Europe or EFTA nations are 
expec^oi to join the EC in the near future. As social, political, and 
environmental issues ba:ome a more central focus of the EC (assuming the 
pact does not break up entirely), a d^pening of the impact of EC policies was 
expectoi within the member states. The politics of member state approval 
proc^ses for the Maastrid Theater should highlight the need for dramatic 
institutional changes in the EC decision m aking in the 1990s to deal with the 
rdatirc Istck of power of the EC Parliament It is reasonable to exj^ the 
parliament to seek and acquire additional authority and power relative to the 
Commission ami CoumiL 


SUMMARY 

The disruptions of the common market and economic integration of late 1992 
may pose even more issu^ for public affairs professionals in Europe than were 
highlighted in research that was undertaken in mid-1992. The dynamic nature 
of economic and political affairs in Europe, however, suggests that whatever 
insights can be gleaned from PA professionals may be essential to them, for 
there is likely to be no shortage of public affairs work to 1^ done in Europe’s 
future. 
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APPENDIX A: COMPANY PROFILES 

3M 

Mmim 

3M has a significant presence in Europe with 22,000 employees and annual 
revenues of $4 bilhon. Deeply involved in a variety of industri^, it has 21 
subsidiaries, 23 manufacturing facilities, and 13 technology centers scattered 
throughout Europe. The Brussels office is the coordination center for European 
business with all functions and divisions having representation there. Public 
^airs defines its mission around four objectives: protecting the corporation 
in regard to governmental ksues, assuring consistency among all European 
divisions, avoiding duplication across divisions, and increasing productivity. 

Organization and Structure 

In preparation for EC 92,3M was in the process of reorganmng with direct 
responsibUity for a new European Business Plan to be lodged in European 
Business antres. Subsidiaries wUl graduaUy be absorbed into these centers 
to provide a more coordinated marketing and manufacturing strategy 
throughout Europe. In preparation for EC 92, an internal market steering 
comimttee reviewed proposed legislation to determine its relevance for various 
3M divisions. The divisions in turn determined impact on their business and 
forwarded recommendations to European Market Action teams for inclusion 
m acoordmat^ political stratesr. The newly constituted European Operations 
Committee will continue to incorporate public issues into its strategic analysis 
and planning. 

This trend toward centralization is apparent in the Brussels public affairs 
office. The PA office moved to Brussels in 1988 with responsibihty for 
momtoimg a variety of issues at the EC level and communicating them to 
member states. Now, the office is the liaison point for all contacts with various 
govCTnmental bodies, integrating the function through a “dotted line” reporting 
relationship at the European, division, and subsidiary levels. 3M maintamc a 
m^or pubhc affairs presence in Italy, Germany, France and United Kingdom 
The Vice President of pubhc affairs is in the process of developing a new 
strategic plan for pubhc ^airs to be accompanied by a new structure that linVc 
together various 3M business units as well as becoming more tightly integrated 
with U.S. headquarters and the Washington, D.C. office. 

issues 

The accelerated pace of a common European market has surfaced a number 
of pubhc pohcy issues both at the EC and member state levels. The overriding 
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issue is the development of common standards that affect the full array of 
products which 3M manufactures. The corporation is actively involved in 
monitoring the discussions of EC committees charged with developing new 
standards and providing technical advice in regard to these proposed standards. 

American Express 

Mmkm 

American Express has been a presence in banking in Europe for more than 
100 years. The pubEc affairs office is proactive and visible in shaping and 
implementing EC Directives that have business strategic impEcations. It 
supports headquarter and business units, works to enhance the company’s 
reputation among constituents in Europe and attends both to national and 
broader EC concerns. In using influence, PA seeks to provide relevant 
information to the right poEcy makers at the right time. 

(}r^mkMkm md Sirmtum 

PubEc Affairs has a high profile within corporate planning at American 
Express and is considered a critical unit for strategic planning. The staff 
backgrounds are diverse with training in international poEtics, diplomacy, and 
economics (especiaEy banking). Being European and understanding the 
Euroi^an context of influence poEcy without overt lobbying is an advantage. 
Coordination with Unitol State corporate headquarters can be trying, as data 
may not refevant to tte EC situation. 

The Brussels office concentrates on issues scanning, targeting, and 
channeEng issues to appropriate regional and national staffs. AmEx 
conoentrate on both European and national audiences. (Since the states rights 
nife within EC means that al deddons are taken at the member state level, 
it h im|«rative to ^ tlm mm^ to the meml^r ^te level). Access—often 
social—^to influence networks among EC poEcy makers helps prioritize where 
activity ran outcome proactively. AmEx finds the EC relatively open 
and acc^sible to its interests. The office takes the view that Europe is a work 
in progr^ and American Expr^s has the opportunity to get in at the “soft 
iraidlst^.” 

AmEx has a “leveled’’ approach to pubEc affairs. National units often 
advance proposals for which they would Eke involvement or support from 
pubEc affairs. Company dialogues about issues help establish horizontal and 
cross-national teams. After issues are identified, specific task groups are formed 
within AmEx and responsibiEty is set for who wUl “own” the issue and educate 
key managers within the company. A great deal of time is spent on internal 
oiucation of busings uni^ about upcoming issues—their strategic impEcations 
and potential costs if they are not addressed. 
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Coordination of banking laws and data protection have been of particular 
concern to American Express. American Express has been influential in this 
aiea on the European Parliament Hie head of AmEx Public Affairs noted 
that 95% of EC directives have been ‘Very good news.” Social policies involving 
environmental concerns, working conditions, immigration, and gender are 
upcoming considerations AmEx will be following. The single-market Europe 
is considered a godsend to AmEx, as it will allow more free flow of information 
and standardization of banking laws. AmEx has concentrated on trade and 
competition policy as the main route to open up new markets for key business 
units such as Shearson Lehman, IDS, Acuma, First Data Service, and its Travel 
company. 

Gmeral Motors 

Mission 

European integration presents major threats and opportunities to European 
businesses as integration will create winners and lowers, both among firms and 
industries. To be among the winners, GM perceives a need to keep close tabs 
on what enabling legislation is being considered and try to influence it to their 
advantage. The most effective way to do this is through coalition budding with 
firms in various industry associations. 

Or^nization and Structure 

GM has both a government relations and public relations office in each 
EC country in which it operates, as well as government relations offices for 
different divisions. Government relations play a double role, at the EC level 
and at the country level. Coordination problems arise because GM Europe 
is a group of national companies that compete in national markets against 
other national firms. Since auto firms within a country are highly competitive, 
coordinating with others in the industry on more global issues is difficult. 
Govenment relations (GR) responsibilities include maintaining contacts with 
the EC, finding out what the EC is doing, and informing GM operating units. 
Seven people work in GR—four in general affairs. The role of the Brussels 
Government Relations office, via the U.S. office is to provide advice and 
assistance, but Europe has no real power at the corporate level in public 
affairs. 

Brussels contains the GM Coordination Center which includes government 
relations (along with treasury, GMAC financing, and several other 
operations). The head of the coordination center also heads government 
relations. (GM’s primary European headquarters is in Zurich, with 
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responsibility for vehicle production, assembly, and marketing. The 
components group headquarters, in Paris, oversees 47 component plants in 
Europe. EDS and Hughes Aircraft are headquartered are in Brussels. GM 
has over 130,0(K) employees in the EC). 

Imm 

GM has problems with the social agenda implications of European 
integration. Among GM’s major public/government affairs (PGA) concerns 
are the conditions and guidelines for l^ing a “European Company,*’ as this 
status will have implications for both tax treatment and social policies, 
esi^dally the European Works Councils (EWCs). The idea of EWCs is to 
create a level playing field within the EC to eliminate the competitive advant^e 
firms derive from being headquartered in EC counties with less progressive 
soc^ programs. GM f^ls the EWC provisions are too r^trictive, depriving 
affected compam^ of needed flexibilit}^; voluntary arrangements for worker 
participation have ^vantag® over the EWC framework. 

Infbtmx Sfyfe 

In GM national detegations to carry their message to the EC. 

PubEc affairs at GM nmk to 'lx cxiordinM^ with other firms with tiinilar 
inlcr^ls, as EC do» not want to hear what imlividual firms think, but what 
industry potions are on isiiK. Thus, GM is very active in industry 
^aiations iiKliMiing ACEA (Europe auto manufacturers, FMMA (metal 
manirfkSiiiers), and the AnMrican Chamber of Commerce. 

IBM 

Mi^m 

IBM s External Programs encompass several functions: territoiy 
public ^airs, support ^dti^, gowmment relations, and 
medffi relatioiis. A ni^or company reorganization has create a network of 
18^«parate and k an attempt to make the 'Cximpany more customer 

drimi, bc^ mtemalf and external^. 

Or^mim&m and Sirmtum 

Isues mana^ment is malrixEke so that all i^u^ have an issue owner in 
functional line man^ment as wel as an issue manager in PA/GR. I^ue 
owners contribute iTKoiin», knowM^, awi have final decision authority for 
poEcy positions when conflicts are ariss betwwn issue managers and issue 
owmers. IBM maintains an m-hou^ database—Public Affairs Exchang e 
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(PAX)—which collects information and provides access and “vertical 
communication” on a worldwide basis. 

Following the reorganization. External Programs anticipate problems 
regarding how to serve each of the 18 new businmes and how to maintain 
“national” management and national identity. They expect this to make some 
government affairs activities, such as national lobbying, more difficult in future. 
(Currently when IBM calls on government officials, they use country nationals 
who are seen as more effective). Public affairs is a “power reserved by the 
corporation” and will remain part of the corporate staff function. The PA/ 
GR group is losing the sense of being technical professionals, instead being 
forced to take a business perspective and satisfy internal “customers.” 

Issues 

In Europe there are a number of issues on which IBM is pr^ently working. 
In the social policy area, they are concerned about negotiations with labor and 
European Works Councils, which they oppose. The “consultation and 
information” aspects of the European legislation run contrary to IBM’s 
policies, structure, and management principles. They also have concerns about 
the linkage betw^n trade and environment. Industry issues include the 
software directive on shared/open systems; reducing or eliminating the 14% 
tariff on ICs imported into Europe; sharing technology/ software development; 
standards for open system architecture—European versus international 
standards; and participation in precompetitive cooperative research ventures— 
like JESSI—^which qualify for 50% EC tax credits if firms from two or more 
nations are involved. 

IBM has made a very strong statement against reciprocity, both in Europe 
and the United States. As an example, they describe the problem regarding 
JESSI and SEMATECH (which excludes European and Japanese firms)— 
IBM has been acting as a “bridge” between JESSI and SEMATECH. This 
comports with the views of other firms that U.S. policy is exclusionary in ways 
that wuld make reciprocity disadvantageous to ECAPs. 


Influence Style 

IBM claims they play down their role in influencing policy and adopt a low 
profile in an attempt not to appear dominant. ECAPs lack national sponsors 
within the EC which ECEPs (European Companies with European Parents) 
have in their home-country ministers; however, ECAPs are approaching parity 
with ECEPs as states shift their thinking from parentage to the firm’s 
contribution to local economies in terms of jobs and investment. 
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Merck Sharp Dohme 

Mmkm 

Merck (MSD) is the largest pharmaceutical company in the world and the 
third largest in Europe. The pharmaceutical industry is regulated in all aspects 
of their business. As a result, Merck plays a great deal of attention to issues 
in health polic^% intellectual property, drug approval process, and drug pricing. 

Or^mim&M md Stuctum 

The Eurofean office “belongs” to corporate public affairs. There are five 
people on the policy side in Europe; in addition, some use is made of 
consultants, but there are no lawyers on staff—MSD (and the EQ prefers to 
take a technocratic rather than advemaiial approach. Merck believes they have 
the larg^t public affairs government relations presenc^e in Brussels among 
pharmaceutical firms. Merck has a strong tradition of issues management 
where policy is handled on a technom’atic basis. Merck works to identify 
opportunities, develop a network of contacts within the EC, and bring expertise 
to their meeting with the Commission, particularly within the context of the 
an^e-markrt coiM^t|vmon. 

Imm 

M^ck is monitoring both sin^e mark^ and D.G.3 issues. The price 
transparency directive (1989) requiring timely decisions regarding pricing is 
letevant, ^ven the current natioiial pricing system (^gregated markets—some 
high ami soiik low price), with eventual price convergence to lower pric^. The 
supplCTiQital protection certificate r^or^ all but five years lost in the patent 
approval prcx^. Gomic dntgs are very limited in the EC. The EC has not 
1^01 v»y sua^sfiil in legulatii^ the promotion and advertising of drugs^— 
Mcrc^ is acto^ely siq>porting high staiKlaids and enforceability. Regarding the 
animal' ^nKdkii}^ approval criteria of safety, efficacy, quality, and social 
u^iiln^s, Merck is opposing IIk fourth criterion as it is applied to limit “c^opy 
cat”dru^. 

Inftuemx Styk 

Where pc^sible, Merck works throu^ assodations, particularly the 
European Pharmaceutic^al Association, Pharmaceutical Manufacturers 
Assixiation, and American Qiamb^ of Commerce. Working through industry 
or trade groups works well where consensus is high (patent restoration), but 
is more difficult where different ^hoofe of thou^t exist in the industry 
(pricing). 
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Monsaitto 


Mi^»i 

Monsanto is a medium-large chemical company worldwide, but is smaller 
than several dominant European firms in Europe. The public affairs office 
integrates the functions of government relations, media and community 
relations, and relations with associations and other experts to deliver “core 
m^sages.” Core messages emerge from the Policy Roundtable. For any core 
message there is a contact group (government, customer, media, or internal), 
a selected audience within the contact group (e.g., national government, union 
within the company), and a medium for the communication (brochure, press 
release). Communicating core messages is part of the job of all managers/ 
employes. One person/ division serves as the designated communication staff 
for each “core message.” That person/division works with local communica- 
tior^ people in primary operating sties; thus an informal network (and level 
of issues awareness) exists throughout the organization. 

Organmdion and Structure 

Monsanto defines Public Affairs, Europe, as part of its worldwide corporate 
communication and policy function. The company sees corporate 
co mmuni cation as fluid, multidisciplined, and with a link to grassroots 
information gathering and good public relations. It takes a very nonadversarial 
approach to lobbying and influence in Europe. Within Monsanto, the 
corporate Policy Roundtable, in which 12 nations participate, meets onc& or 
twice a year; they identify key issues, both global and local/national, that 
straddle concerns of the operating divisions. 

The job of the Brussels office is to inform and sensitize the European sites 
internally to issues, and less often to provide key information externally to 
EC policy makers. The director is an “enthusiastic amateur” in corporate 
communications. For external influence it works through the American 
Chamber of Commerce in Brussels and through a trade association of 
European chemical companies (CEFIC) to make its issues known. At the plant- 
site level, Monsanto has an active program of local communications with 
communities to help surface issues, communicate company decisions (plant 
closing, safety measures), and maintain good local relationships and favorable 
policy environments. 

fesiies 

Monsanto is currently tracking four m^’or EC issues/directives: the 
environmental dir^tive, which is as yet unformulated, and on which the 
company has not developed its position; regulation and registration of products 
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for development of pan-European product standards (the company favors this 
policy, which will save time/money and will build consumer confidence); 
simplification of transport documentation (also supported)—to facilitate easier 
to border crossing and bring cost savings through use of a single administrative 
dcKnment; and packaging provisions particularly with regard to waste disposal 
(this directive Monsanto oppose as it places responsibility for waste disposal 
on suppliers and mandates disposal close to the use site, potentially involving 
competitors in disposing of each others* waste). 

NYNEX 

Misskm 

NYNEX views its role as a telecommunications educator; it provide 
intelligence and communication Enks within the company to make business 
managers more knowledgeable about EC policies. The public affairs office in 
Brussels has a business development flavor. The office provides a support 
function to the business units within NYNEX and, to some extent, is an 
outreach or model for other Bel companies who are beginning to develop a 
European presence. Lobbying is openly embrace as an explicit mission, 
altiiough the context is for government and industry to work together to 
develop a procompetitive environment. The office tries to identify key 
stakeholders and to maintain a imputation for providing valuable and accessible 
understanding of technical issues. It seeks, through buUding personal ties and 
dependence on relable information, to become part of the EC policy’ 
infimtiiMtore. 

Of^niza&m ami ShmMm 

Publk affairs is a new function for NYNEX and NYNEX is new to Europe. 
Since NYNEX is stil identifi^ as an American company, local contacts and 
cooperative lelationships with other telecommunications companies are 
imperative. Coordination between the European office and the lobbying office 
in Washington, D.C. is close (biweekly), but it is not clear how closely 
government affairs is buflt into overal corporate strategic planning. Effective 
staff nMnl^rs are EurofKans with American educations in busings, or 
Americans with strong language skills, knowledge of history, and cultures. 

Developing cooperation with other telecommunications firms and use of 
local content in manufacturing were areas of current interest. New 
opportunities for marketing services, such as seUing telephone service over 
cable networks, were also prominent. The office closely monitors 
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telecommunications issues at OECD because of their effect on the European 
Commission. 

Philip Morris 

A mission or strategic objective is to make the EC dependent on industry 
information. However, Philip Morris is not consulted because of the national 
nature of the tobacco and food industries, few of which are transnational. There 
are 10 major players in the tobacco industry, of which 4 are state monopolies 
whose governments operate all manufacturing and distribution. Philip Morris 
needs to be alert to the possibilities of an all-European market by improving 
operational efficiencies and being more modem than national competitors. 
Taking a relatively low-profile stance, PM relies on industry associations in 
an attempt to overcome the diffuseness of power in its industries and to argue 
for more consistent legislation and more emphasis on economic efficiency 
rather than cultural variations in regulation and product types. 

Or^mm^n and Structure 

The PubEc AJffairs office was recently reorganized to encompass the 
corporation’s food and tobacco, manufacturing, and sales components. The 
focus is on an issues management approach with active involvement in industry 
associations. The Brussels office is linked with the ^obal public affairs office 
in New York. Coordination with New York is helpful, since consumer trends 
and tobacxo industry legislation tend to migrate from the United States to 
Europe. PubEc Affairs in Brussels juggles a combination of reactive and 
proactive stances. In Europe, lobbying tends to come through the CEO and 
is often national in focus, local concerns can predominate especiaUy in the food 
industry where many companies are small. U.S. corporations are more 
operations focused with more ambiguous mandates, younger staffs, and often 
with a particular interest in business development. It is an advantage to focus 
on Europe rather than on individual member states. 

PhiEp Morris operates 5 European plants. It tries to improve industry 
appeal Operating through trade associations, it hopes to counter possible bans 
on tobacco advertising, labeling, restrictions, tar content, and so forth. This 
stance is consistent with its United States corporate strategy. 
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International^ RV. 

Philips sees the need for a pan-European approach to its external affairs 
activities. Philips external affaire efforts are dominated by their vision that the 
Japan^e electronics industry and government are carrying out an orchestrated 
effort to dominate the world electronics market. Philip sees a major threat to 
its future coming from Japanese firms’ economies of scale. Japan’s success in 
penetrating the United States market has given them lower costs of production, 
which wil evaituaiy ensure dominance of EC markets unless the EC create 
a single market to allow companies such as Philips to achieve equivalent 
cxonomm of «:ate tiroi^ learning. External Affairs should be active in 
hc^Mpg the corpoi^on to stay cx)mpetitive, and they are thus seeking to be 
a majmr forre in hclfrag to meate a tin^e EC market. 

oM Stmtum 

Plii%K External Affaire office is part of the office of the CEO, which gives 
than liia^ ami frequent aa^s to the CEO. There are five people in the central 
external affaire unit, but huiulrais^ more in individual units doing issu^ 
man^^nKnt work. Twoity-^ ^ue notebooks are compiled from the inputs 
of (feM) f^pfe- Loral External Affairs managers report to top local 
qSmmM in tte varioiB c»iintare in which Philij^ 0 |^rat^ plants. There is also 
an cnviroiiiiieiital affairs manager at each plant to deal with local 
aiviroaiiMital imKs and isolations, Loral External Affaire managers also 
mMm to corpirate l^^quartas to work with External Affairs, share 
mfonaatioB, airf cterelop coinpany praitions on issura. 

Cfcaiif tl» to at to avoid losing a significant market share is the 
amalw' o» isiK for PhihiK external affaire managers in their work on creating 
EC po^^ to Phili|^ and the European electronic 

mliMiy. TIk te^i»iiit iMliBffial polqr imlwim an internal market for the 
EC, iracte; an antiluiiiiHiig Mw; coof^ration among governments 
indii^ry; govcmnttiit prcxanoarait policac which benefit EC electronics 
aimpiii^ piiMiiMlstairfaiffiratioii;'aiucation efforts; a“push’’policy; a^pull” 
|M>i^,^aiKi a ^cLpkyiiig-fidd pc^on. Phili|^ prioritic for action indude 
a primpte that ti» clteronics industiy is important for Europe’s future; the 
creMion of a ta^lmology to eiMxwi^ R&D; strong 'dforts to create 
a>iii|»titiw new prcxiites (e,g., M^hKkfinition tdevmon); and efforts to ensure 
sustainabfe cc^xisteice with Japan (ie., opming Jap,anese electronics markets 
to Enroll and U.S. prtxiiM^). In acHition, Phifips seeks to enhance 
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European ‘‘precompetitive cooperation” to help ensure the development of 
standardized products. They also lobby for a uniform GATT policy based on 
reciprocity and for changes in laws which limit plant closings and 
consolidations. 

Influence Style 

Philips seeks to influence EC public opinion through speeches by its board 
chairman in support of the single EC market. These speeches have created much 
attention and support for the concept and produced good media coverage and 
positive publicity for Philips. Both government officials and large European 
companies (BMW and Siemans) sou^t Philips out to share ideas. Philips has 
also joined a number of cooperative joint ventures in Europe and the United 
States to help build technolo^cal strengths to withstand Japanese dominance 
of the industry. 

UPS 


UPS entered Europe in 1976 in Germany, and grew recently with the 
acquisition of IML, a European express firm in 1988-1989. Currently, UPS 
has about 20,0(K) employees in Europe. The mission of Public Affairs at UPS- 
Europe is, internally, to work with and update country managers on issues; 
and externally, to maintain awareness of UPS in Europe, especially in front 
of “key publics”; to develop a network of KIPs (key influential people); to build 
relations with EC officials and national parliamentarians; and to influence 
policy in the prelegislative stage. 

Orfflnimtion and Structure 

Public affairs in UPS-Europe is in its infancy, and the PA director comes 
to this job from an operating, line-management position. The Brussels office 
has two staff members—one clerical. In addition, there are part-time PA 
coordinators (line managers and nationals) in five major EC countries where 
UPS does business: Benelux, United Kingdom, France, Italy, and Spain. The 
German office, which coordinates Central Europe, has its own PA person. In 
Europe, PA reports to the human resource manager; it reports to the legal 
department in the United States. Coordination is accomplished through 
quarterly meetings in different cities. PA has a matrix-like organization with 
an issues orientation. Keeping UPS line managers informed on the status of 
issues is a large part of this function. 

The PA director, recognizing EC preference for industr 3 rvvide rather than 
frrm-by-firm representation, founded the European Express Organization 
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(EEO) in 1989, which has 30 members, including two national ‘^ost” 
associations and the three largest postal express firms. Most lobbying and 
pubEc affairs work is done throu^ EEO. Major activities include hosting 
seminare on postal issu^, which bring together people from different sectors 
including academia and the Commission; preparing press articles and 
information letters on areas of specific interest to KIPs; filing legal complaints 
against member state (when nec^sary), and building “grass roots” support 
aiMi oiganiz^OE. 

fellfiS 

The key area of interest for UPS is the Postal Commission and the “Post’ 
green paper which has been in the works for three yearn. Simplifying custom 
pHM»iiii« k tlK kqr here. UPS also monitors ongoing issues regarding VAT, 
borders and border controls both within the EC and external outside the EC, 
and air transport. There is a “truly discriminatory law” on air cargo limits 
ll^aliralioE to Eiiro|wan compani^ only. They also work with express mail 
users to monitor developments in data interchange and standards. The new 
upxuning isuK are sixial and environmental. UPS is not very active in th^ 
hovwwx, over of thdr operating costs involve labor, and UPS is 
noniinicm in Eiiro|», m> monitoring may increase regarding works councils, 
aiMi so forth. McKtIy, howver, they leave thc^ nonindustry spoific issu» to 
kr^ cmployears/ ims. 

I^imiaSigk 

Hk EC is a very of^n arena; tire community is small and accessible, and 
tire styfc k TOlaiMMi^ive, rMlier than l^alistic as in the United State. The 
pvm more wdght to industry positions than to those of individual 
fimis, so UK works throng a^cxiations, and do^ not lobby memlrer state 
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PUBLIC AFFAIRS MANAGEMENT 
PERFORMANCE: 

AN EMPIRICAL ANALYSIS OF EVALUATION AND 
MEASUREMENT 


Craig S. Fleisher 



It is ironic that corporate public affairs, a profession rooted in the company’s need to cope 
with uncertainty and hostile forces, is unable to protect itself from external forces and 
internal pressures that threaten both its current status and its future with instability and 
tmcertainty. (Post, 1987:4) 

The evaluation and measurement (E&M) of organizational interactions 
among stakeholders acting within the public policy environment (PPE) (the 
sociopolitical or “nonmarket” environment) is important to firms seeking to 
improve their overall level of sociopolitical performance. Examples abound 
of firms whose performance ran “afoul” of the expectations of their PPE 
stakeholders. Several instances were associated with significant short- and 
longer-term economic and/or reputational damage to the offending firms (e.g.. 
Firestone and its 500 series radial tire, Upjohn and its Halcion sleeping pill, 
Hydro-Quebec and its James River project). This nature of performance 
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outcome is often viewed in terms of deteriorating levels of corporate social 
performance (Wartick & Cochran, 1985; Wood, 1991). 

Managers of corporate public affairs (PA) units have significant 
or^nizational r^ponsibility for ensuring that their organizations maintain 
effective relationships with stakeholders in the PPE. Several empirical studies 
have l^n conductoi examining the relationship between PA units and effective 
corporate social performance (see, for example Andrews, 1987; Baysinger and 
Woc^man, 1982 ; Ehckie, I9i4; Lusterman, 1987; Miles, 1987; Post, 1987; 
Sonnenfeld, 1982 ). Each of these studies provided a unique ^impse into 
aspets of Urn relationship l^tween PA unit activities and the 
achievement of various levels of corporate social performance. 

With the si^ific exception of Andrews (1987) research, no empirical studio 
toe fcMTused on l^M a^)a:ts of PA management (PAM) unit' 

ac^rftiof. It should be notai that there have ton a couple of studies on the 
r^areh and or evaluation practice of public relations (PR) units (Bissland, 
lindenmann, 1990 ). Lindenmann (1990, p. 3) suggested upon his review 
of the PR literature on evaluation that an examination of this literature does 
not ©ve a c^r pirtuie of the Ml extent of how much research is being cmriol' 
oul % PR praclMoiim, mun^lors, or ac^emicians ac^ross the country. j 

Mdjr^% (1976, p. 64) stMy of corporate external relations management i 
PA |»formaiM« was evaluatol and suggested that ‘‘external' 
do« not leadiy fend it^f to measurement. ” Public Affairs evaluation' 
aiii n^anomit activM« were d^xitof in the classic Bmton University (BU-' 
FARG, 1^1, p. stMy of PA units as “one of the most difficult problems i 
faai^. tim PcBt (1987, p. 4), in discumng the r^ults of BU-PARG’s 19851 

foltow-i^ ^udy cjf PA, su^Ktol the dominant mue then facing PA' 
wm prwitovity, whereby the PA professional needed to 
ti^ “good value is bong giv^ for every dollar invited in FA j 
work.* ' 

Hk of a piM^iral cxuM^ptual framework for evaluating PAM; 

m for ua&rstandii^ tte rote of PAM evaluation in organizations ] 
iiiaMts in Ak cagairizatiaBal practice of the fimetion (Nowlan &' 

SlMfon, 1^4). Finttomore, the c^rth of studio on the evaluation and 
IwfcwHifflix n^airaiiait of boundary spanning organizational functions in: 
^wal dcvelopnoital »arch for concepts and theories to gukie 

oiganiz^oiial pr«&e ami iraeardi. 

TM pap^ erf this |Mpar% mm to examine the nature and role of 

dK E&M erf PAM, aiMi how E&M are rdteted to the achievement of 
oi^ni^oiial in the PPE. Ibis examination required the 

of c»iMe|mMl aM toghts into the prac^ce of PAM. 

iwmittttl tl» dediM^ive ctevdopment and inductive refinement' 

crfamcdclcrfPAMEAM.TtemoddrdatethePAE<SMactivitytofunctioiial- | 

iwei ^ortiraKss, sM fwmtlwi the geiwation of testable propositions. I 
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GAPS BSf THE LITERATURE 

A thorough analysis and comprehensive review of the literature and scholarship 
on man aging corporate public affairs was conducted. The findings of this 
review can be found in Reisher (1992; 1992a) and are not repeated in depth 
her^ however, gaps identified in this literature included the following: 

1. The PA literature/ scholarship generally fails to differentiate between the 
outcomes achieved by an organization and those achieved by the PA 
function. The assumption that the PA function’s outputs and outcomes 
and organizational outcome sin the PPE are equivalent must be 
challenged. 

2. Very little research has focused on evaluating or measuring the type, 
quantity, or quality of PA activity. Instead, these aspects are commonly 
viewed as intervening elements in tte process of producing certain levels 
of social or business performance. 

3. Paiiaal explanations of the relationship between the PA function and 
organizational performance in the PPE are largely absent in PA 
scholarship. This absence is indicative of the lack of conceptual or 
theoretical frameworks in the PA literature. 

4. Attempts to relate PA to various configurations of social or business 
performance overlook the breadth of mediating and moderating factors 
within the “black box” between the two constructs, such as processes 
of integrating PA planning and line management^ needs, evaluating the 
appropriateness of PA implementations ^rtivities, and so forth. 

5. The literature lacks characterizations of the process of PA evaluation 
and measurement. It is difficult to determine whether the function 
achieved acceptable outcomes or not without identifying and 
iinHpTigtandiTig ^e manner by which the function is assessed. 

6. The literatme does not address the nature and types of feedback that 
should be analyzed in an evaluation of the PA function. For example, 
should effectiveness be based primarily in perceptual observations of 
functional effectiveness, or should it be based on objective data and 
quantitative measures of the function? 

7. F-rtcm al standards (i.e., benchmarks) have not been utilized in research 
on PAM functional effectiveness. The extant scholarship makes 
comparisons only on internal perceptions of organizational planning 
and business or social performance. 

8. The existing research largely disregards the level of complexity that 
actually surrounds the PA function within the organization. 

9. Most PA studies have omitted developing measures or criterion of 
rffectiveness. Hardly any studies have provided these measures at the 
multiple levels where PA activities take place (Le., PA professionals. 
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outcome is often viewed in terms of deteriorating levels of corporate social 
performance (Wartick & Cochran, 1985; Wood, 1991). 

Managers of corporate public affairs (PA) units have significant 
organizational responsibility for ensuring that their organizations maintain 
effective relationships with stakeholders in the PPE. Several empirical studies 
have b^n conducted examining the relationship between PA units and effective 
corporate social performance (see, for example Andrews, 1987; Baysinger and 
WocKhmn, 1982; Dickie, 1984; Lusterman, 1987; Miles, 1987; Post, 1987; 
Sonnenfeld, 1982). Each of these studies provided a unique glimpse into 
selected aspects of the relationship between PA unit activities and the 
achievement of various levels of corporate social performance. 

With the si^dfic exception of Andrews (1987) research, no empirical studies 
have spedfically focused on E&M aspects of PA management (PAM) unit 
activiti^. It should be noted that there have b^n a couple of studies on the 
r^arch and/or evaluation practices of public relations (PR) units (Bissland, 
1^; lindenmann, 19^). lindenmann (1990, p. 3) suggested upon his review 
of the PR Eterature on evaluation that an examination of this Eterature does 
not give a clear picture of the Ml extent of how much research is being carried 
out by PR practitionas, coun^lors, or academicians across the country. 

McGrath’s (1976, p. 64) study of corporate external relations management 
wlKti»- PA perfoimaiMie was evaluate and su^ested that “external 
relations does not readily lend itself to measurement.” PubEc Affairs evaluation 
and n^smcii^it M:ti¥iliK i^re in the classic Boston University (BU- 

PARG, 1981, p. 98) study of PA units as “one of the most difficult problems 
faang Hk ^d.” Post (1M7, p. 4), in diMmmng the r^ults of BU-P ARG’s 1985 
folow-up stMf of PA, saggratoi tite dominant issue then fadng PA 
pio^Mcmals mm productivity, whereby the PA prof^onal n^ed to 
danon^Kte ffiat “gcKKi valiK b bring ^ven for every dolar invested m PA 

The lack of a practical conceptual framework for evaluating PAM 
or for uMor^aiiding the role of PAM evaluation in organizations 
inhilMts pic^rm in ti» oi^nkational pradicx of the function (Nowlan & 
Shayon, 1984). Furthermore, the dearth of studio on the evaluation and 
^formancx mosurMnent of bouMary spanning organizational functions in 
dows drvriopnKntal »ardi for conc^ts and theories to guide 
or^mizalicMud practice and r^arch. 

The purpose of this paper’s r^arch was to examine the nature and role of 
tiw E&M erf PAM, aiMi a^B how E&M are rdat^ to the achievement of 
or^nizational ^ritiveness in the PPE. This examination required the 
acquisition of t^w oinceptual and empirical insight s into the practice of PAM. 
Tl^^ ma^ts i^mittoi tlK doiiictive devriopmmt and inductive rrfinement 
of a model of PAM E&M. The metidrdato tte PA E&M activity to functional- 
level effotivraos, and aM> fwnritted the geoOTation of t^table pro|K>sitions. 
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GAPS IN THE UTERATURE 

A thoroiigli analysis and comprehensive review of the literature and scholarship 
on TTianagitig corporate public affairs was conducted. The finding of this 
review can be found in Fleisher (1992; 1992a) and are not repeated in depth 
here; however, gaps identified in this literature included the following. 

1. The PA literature/ scholarship generally fails to differentiate between the 
outcomes achieved by an organization and those achieved by the PA 
function. The assumption that the PA function’s outputs and outcomes 
and organizational outcome sin the PPE are equivalent must be 
challenged. 

2. Very little research has focused on evaluating or measuring the type, 
quantity, or quality of PA activities. Instead, these aspects are co^only 
viewai as intervening elements in the process of producing certain levels 
of social or business performance. 

3. CausJ*! explanations of the relationship between the PA function and 
organizational performance in the PPE are largely absent in PA 
scholarship. This absence is indicative of the lack of conceptual or 
theoretical frameworks in the PA literature. 

4. Attempts to relate PA to various configurations of social or business 
performance overlook the breadth of mediating and moderating factors 
within the “black box” between the two constructs, such as processes 
of integrating PA planning and line management^ needs, evaluating the 
appropriateness of PA implementations activities, and so forth. 

5. The literature lacks characterizations of the process of PA evaluation 
and measurement. It is difficult to determine whether the function 
achieved acceptable outcomes or not without identifying and 
understanding the manner by which the function is assessed. 

6. The literature does not address the nature and types of feedback that 
should be analyzed in an evaluation of the PA function. For example, 
should effectiveness be based primarily in perceptual observations of 
functional effectiveness, or should it be based on objective data and 
quantitative measures of the function? 

7. External standards (i.e., benchmarks) have not been utilized in research 
on PAM functional effectiveness. The extant scholarship makes 
comparisons only on internal perceptions of organizational planning 
and business or social performance. 

8. The existing research largely disregards the level of complexity that 
actually surrounds the PA function within the organization. 

9. Most PA studies have omitted developing measures or criterion of 
effectiveness. Hardly any studies have provided these measures at the 
multiple levels where PA activities take place (Le., PA professionals. 
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issue or stakeholder-specific PA projects, PA subunits such as 
gownunent relations, entire PA units, and the entire organization’s PA 

irafoniiaiicx). 

10. Tl^e is little eiddraice as to why E&M of tl^ PA function is consideied 
to so troublesome for PA professionals. An identification of the 
obstacles to satMactory E&M of the function may provide insights into 

why the pr<M»^ is so problonatic. 

11. There is minimal discussion in the PA literature of the benefits or 
problems asscKiated with E&M. Although many practitioners consider 
this activity a major challenge, the question remains as to what benefits 
they espott to aexjuire by improving the E&M of their function. And, 

12. The PA scholarship has not providol useful guidance to managers in 
developing aa^ountability for their activities to significant performance 
measure. It is acknowledged that generic PA functions (e.g., 
anticipation, intelli^nce gathering) can be related to various abstract 
criteria (e.g-, r^ponse capability, credibility, or legitimacy). Public 
Affairs professionals may find these generic notions difficult to 
of^rationaliae as ttiey attempt to account for their activities. 

RESEARCH QUESTIONS 

This «p!orMoiy stiniy wm TOiK^med with invi^garing the “what,” “how,” 
and “why” of PA E&M and its relationship to an organization’s PPE 
^artiraiKS, The n^^rch purpose su^KJt^ a focus upon the following 

qi^tions: 

1. What is tlK role of E&M, in tte mana^ment of corporate public affairs? 
How is PA currently bang evaluated and measured? 

2. What are tire crith^ intamal and external dements, or contextual, 
factore relatoi to E&M that affect the achievement of PAM 

^aliva^s? 

3. WhM mcKiels, iiieth«ls, oitoia, and measure of evaluation can be 
ufifized to CMmiire tire critical fetors influencing PAM effectiwn^? 

A*i, 

4. How^ evaluation be made useful in helping an organization or its 
suhfunctions improve its boundary-spanning management 

^edivei^? 

HREOMINARYIISEARCH MODEL 

The conceptual model utilized in this r^earch integrates concepts from the 
iterature on PAM, or^nization theory, and management policy with those 
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imved froia the systems design literature. This integration is based on the idea 
that organizational systems are inseparable from the management process 
(Steiner, 1979). As a key function in many organizations, PAM systems are 
often indelibly integrated into the organizational decision-making system 
(Andrews, 1987; Fleming, 1980; Marx, 1990). 

FYlfiti'ng knowledge about PAM activities can be structured by a framework 
identifying key elements, variables, and their relationshii®. It is worthwhile to 
propose asystems model for this task (Rgure 1). A systems perspective sug^ts 
one must evaluate the contextual boundaries outside of the focal system (Miles, 
1980), the processes (flows) and structures utilized within and by the system 
(Fred’erickson, 1983), and the content or outputs of systematic activity as they 
affect systems or stakeholders outside the focal system (Cleland & King, 1972). 
Systems concepts have been used by sodal issues in management scholars to 
describe interrelations between organizations and stakeholders in the PPE (e.g., 
DcFillippi, 1982; Preston & Post, 1975; Strand, 1983). Similar to other ge^ral 
systems models, this model identifies relationships among multiple dimensions: 
(1) context/conditions, (2) inputs, (3) processes/structures, (4) outputs, and 
(5) outcomes. 


FUDOBSS & SmiCTOi^ 


^ -CXJTPOTS 


OUTCOMES-^ 




Figure 1. A systems Model of Public Affairs Management 
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Table 1. Categorization of “Tjrpical” PAM Activities 

Category Typical ActMtm 


inwlvrawit/corporate r^poimWity 

Community relations 

PManthrophy/ contributions 
Volunteerism 

C.£wnTnnmt^tia^s. 

Consumer affairs 

Customer relations 

Employee communications 

Ima^/advocacy advertising 

Inv^tor/shareholder relations 

Media relations 

Public relations 

EnviitMiiiieiital affairs 

Environmental health/safety programs 
Environmental resource management 

Gowminmt udations 

Faieral govermnent relations 

Local government relations 

Regulatoiy affairs/compliance 

State government relations 

Interaahonal PA 

Host-country govt, relations 

Political risk ass^ment/analysis 


Issues analysis 

Issu^ identification/monitoring 

Issu^ response 

Polkkal actioii 

Constituency building 

Grassroots activities 

Political Action Committees 

Political ^ucation 

PA plaimiiig 

Counseling management 

Crisis planning/ management 

Inputs to business planning 
Sodopolitical monitoring 

Muteffc PA 

Combinations of the above 


TMs paper’s systems model establishes an exploratory framework in which 
the E&M of PAM can better understood. It also hi ghligh ts the relationships 
that must be assessed in making a determination of PAM effectiveness. 
Underlying the model is the assumption that the relationship between 
evaluation and measurement and effectiven^s can be demonstrated in the 
context of an organizational system. Various approaches to organizational 
effectiveness, such as the goal, systems resource, stakeholder, and internal 
process approaches (Cameron, 1986), relate to this view of the organizational 
system and its characterization of inputs, transformations, and outputs (Daft 
& St^rs, 1986). 
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RESEARCH METHODS 

A disappointing facet of most previous studies of corporate PA is an absence 
of formal definitions of what constitutes “public affairs.” Studies have 
commonly defined public affairs by referencing a set of activities performed 
by organizations under the banner of “public affairs.” For purposes of 
providing linkage to the set of studies previously conductwi in the PA area. 
Table 1 (Fleisher and Hoewing, 1992) demonstrates the range and type of 
activities that can reasonably be performed under the nomological umbrella 
termed PA. 

PA practitioners frequently note that PA means different things to different 
people in different organizations, industries, and geographic locales. Without 
a commonly shared understanding of what is meant by “public affairs,” the 
term is ultimately defined by study participants without the researcher or 
reading audience comprehending how the participants truly define the term. 
This state of affairs inhibits the accumulation of a base of knowledge in the 
area, limits generalizability within independent studies, and prevents 
comparability among studies. This research address this concern by 
proposing a definition which goes beyond the singular specification of a set 
of activities for the population being studied. 

The population being researched in this study was defined as “those pubhcly- 
held firms which operate a formally established public affairs management 
(PAM) iinit at the corporate or business level in the United States.” For the 
purposes of this study, a formally defined PAM unit met the following raiteria; 

1. The unit performs and is responsible for planning and guiding 
organizational responses toward stakeholders and/or issues in the PPE. 
Ai^, 

2. The unit consists of a professional staff of at least one managemmt level 
(Le., manager , director, vice president, or above) professional Mm is 
designated with and daims organizational responsibility for government 
relations and/or any two otlMr PA-related activities, as drown in Table 1. 

A third criterion, that the manager spend a majority of their time on his/her 
PAM activities would have also been beneficial and is recommended for future 
research efforts; however, it was not targeted in this research. 

This paper’s study consisted of two empirical research phases performs! after 
a comprehensive literature review. These are discrrssed in the following sections. 

Empirical Phase 1 

The first research phase involved serrristructured interviews of 18 elite 
respondents. Elite interviewing is a specialized treatment of interviewing that 
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focuses on a particular type of respondent (Marshall & Rossman, 1990). In 
this research^ elite respondents were chosen based upon Pettigrew’s (1990) 
criterion for key informants, those with a lead position in the situation under 
analysis (Le., senior managers in PAM units) and those who are significantly 
affected by the topic of study (i.e., PAM evaluation). Diligent efforts were made 
to increase sample variation across differentiating criteria used in previous PA 
scholarship, such as unit location, industiy type, and functional expertise. 

Dk selection of *‘elit^’’ was fadlitated by the efforts of the pr^ident of the 
U.S. Public Affairs Council and of the executive director of the Foundation 
for Public Affairs in Washington, DC. These individuals are widely recognized 
as experts in the field of public affairs and regularly network with PA 
profesionals. A list of 20 individuals in three central U.S. locations (i.e., 
PhMelphia, Chicago, and MinneapoUs-St. Paul) was generated and all 
prospects were contactoi. All but two of the prospects agreed to be interviewed 
(a response rate of 90%) and time slots were arranged. The titles and positions 
of the intmwwe^ are identifi^ in Table 2. 

Several steps recommended in the literature were followed to increase the 
reliability and a<xurac>^ of data coH^^tion associated with the interviews. 
PrtM^^ takea indiKlai: 

L Thorough interviewer familiarization of the interview protocol and 
question ^heduie prior to each interview. This reduced the burden on 
respondents and time need^ to conduct the interview (Babbie, 1990). 

2. Interview questions were followed exactly as worded in the advance 
materials SCTt to tl^ intovdav^. 

3. R^poiM!ent% answers w&m rword^ exactly as given. 

4. Handwritten notes weie input into a word processing package, and the 

of transformation was verified by a third party. 

5. Probing of answers was conductoi in neutral terms (e.g., “please tell 
me more ^K>ut that.. 

6. Informants were encouraged to discuss specific examples, cases, or 
^ents with which they were familiar, thereby utilizing their ability to 
i^ral contexts (Weisterg, Krcmiick & Bowen, 1989). And, 

7. Candid rs^ponses were encouraged through the advance promise of 

conficteitial^ in any publication of imiits. 

The qualitative data generated by response to the interview questions was 
examiBwl using Mfc and Hutennan’s (1^4) data analysis meth'Odology. They 
describe the analytical process in an interactive model involving data collection, 
data rwiuction, data 'display, aiMi drawing/vaifying conclusions. 

Data reduction involved the choice, simplification, and transformation of 
“raw” inteniew data into a form useful for anal 3 ^is. This was facilitated in 
this r^earch through the development of interview transcript s ummar y sh^ts. 
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Table 2. Job Titles, Industry Backgrounds-Phase 1 


Industry Type 

Title and Position 

Accounting 

Managmg partner, world government affairs 

Aerospace 

Manager, public affairs 

Chemicals 

Dirwjtor, government relations 

Chemicals 

Resources manager, pubic affairs 

Consumer products 

Vice pr^ident, <x)rporate affairs 

Diversified energy 

Vice president, pubic and government affairs 

Diversified industrial 

Vice president, pubic affairs 

Electric utility 

Vice president, pubic affairs 

Food products 

Vice president, pubic affairs 

Industrial machinery 

Vice president, pubic affairs 

Insurance 

Vice president, corporate relations 

Paper and packaging 

Senior manager, environmental affairs 

Petroleum refining 

Vice president, pubic affairs 

Professional association 

Pr^ident 

Professional foundation 

Executive director 

Real Estate development 

Vice president, administrative and extenal affairs 

Telecommunications 

Executive director, external affairs 

Transportation 

Vice president, pubic affairs 


Data display involves assembling the data into various organized structures. 
Data were organized into tables and matrices and respondents were compared 
across distinguishing factors (e.g., response to t 3 rpes of evaluation took as given 
by government relations versus communications-oriented r^pondents). 

A keyword coding procedure of a descriptive nature was used to fadditate 
impression aggregation (MUes & Huberman, 1984). In this procedure, text was 
coded by two raters according to the variables within the prehminary systems 
model. Interrater reliability of the coding was measured. A satisfactory 71% 
level of reliability was achieved. This level may have been improved if the rater 
had been versed in systems terminology. 

The results of the data display stage were developed into case-summary 
vignettes. These have been found useful in other exploratory studies of PA 
(Bhambri & Sonnenfeld, 1988; Sonnenfeld, 1982). Conclusion drawing and 
verification was performed using multiple techniques recommended to increase 
the reliability and validity of qualitative analysis (Miles & Huberman, 1984; 
Yin, 1989). These procedures included checking for representatives, examining 
for researcher effects, triangulation, contrast making, weighing the evidence, 
checking the meaning of outliers, and getting feedback from informants. 

Empirical Phase 2 

This phase of the research involved the use of a comprehensive questiormaire 
for surve 5 dng the population. The general approach to survey d^ign was 
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Table 3. Survey Response Characteristics 

popiiIatioB: 1*549 fonna! PAM units in tte U.S. 

Effect population; 1*487 formal PAM units in th© U.S. * 



First matiing 

FoMow tgy MmMr^ 

Total 

Usai* 

110 

315 

425 

Unabfe to |Mtkapate 

65 

no 

175 

No PA foiMlion 


42 

62 

Written with to saiv^ 

9 

22 

31 

No tim to partk%3ate 

5 

8 

13 

Otlw/tiiilciiowii 

31 

38 

69 

SiiMotal 

175 

425 

600 

Oroal ** 

11.7% 

28.^ 

40.3% 

U^te R^poiro 

7.4% 

21.2% 

28.6% 


W€^ * Stoows KS|KMMfaliS Stated l«l IMJ fcUlMl PA WTiTt 
B a pwc«Ui^ rf I*f4S7. 


predommantly based upon Dillman’s (1978) Total Design Method, which is 
focus^ upon achieving high i^ponse rates. Two pretests were conducted of 
the instrument. The second pretet result^ in a satisfactory response rate of 

4L<%. 

The population of 1,549 PAM units was first contacted during September 
1991. Each PAM unit retxived two mailings of surveys. Two hundr^ randomly 
chosen nonr^pondents after Phase 1 were contacted by telephone. The overall 
i«poii» rate to tte surv^ was 38.7% (Le., n = 6(M)), of which 27.4% (ie., 
42^ were fuly compMed. Various d^ks for nonr^ponse biases were 
Bas^ on th^ analyses, it was determinoi that there were no 
agei&mnt diffdenc^ between the rapondent characteristic in this sample 
from those of the population. Table 3 lists survey response characteristics. 

Data anafysis in Pha^ 2 was conducted in several steps. The first step was 
the compilation of frequency distributions across the 164 variable included 
in the mstruDoent. I^criptive statistics and cross-group comparisons, 
HMiuding tire devdopment of tire appropriate chi-square or F-statistic 
folow^. The next steps involved the development of cross-tabulation table, 
Tukey-B multiple range statMid tets for comparing variable means, 
ANOVA, and prindpai component factor analysis with varimax rotation. The 
decision to use all these technique was based on the identification of significant 
conceptual relationships uncover^ in the frequ^cy and cross-tabulations 
analj^se perform^ in prior steps. The outputs of th^ analyse are discussed 
in the data summary aw! reulte setion. 
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DATA SUMMARY AND RESULTS 

The Phase 2 survey generated data on 164 variables chosen after the literature 
review, interviews, and pretests. The following highlights some of the research’s 
most important ^dings. These findings were specifically related to E&M 
contexts, proc«ses, systems/structures, and outcomes. 

Industry, Unih and Resptmdent Demography 

The industry background of respondents was analyzed. PAM units in 
manufacturing firms dominated the survey (38%), white PAM umts in utility 
firms accounted for another 17% of the response. All other spedfic industry 
categories, including banking (6%), retailing (5%), transportation (5%), 
diversified financial, diversified service (4% each) accounted for less 
than 6% of the total response. Seventeen percent of the respondents claimed 
their organizations were a part of an “other” category. These percentages were 
nearly identical with distributions of respondents as printed in the 1991 edition 
of the National Directory of Corporate Public Affairs (Qose & Gregg, 1991) 
and were suggestive of the absence of an industry-based response bias. 

With respect to the respondent’s subfunctional responsibilities, over 70% had 
g^gnfflrant responsibihties in government relations (78.4%), commumty 
relations (75.5%), political action (72.7%), issues management (70.8%), while 
nearly 70% performed communications or media relations roles (69.4%). More 
than half of the respondents had strategic PA planning responsibilities (51.5%), 
while enviro nmental affairs (27.1%) and international PA responsibilities 
(27.3%) were maintain ed by less than a third of the respondents. Each of these 
functional distributions was within 5% of the distribution garnered in the 
Foundation for Public Affairs (1992) survey of 163 PA respondents. 

It should be recognized that this activity listing is not necessarily inclusive 
of every possible activity that may be performed by a PAM umt. This list was 
an attempt to capture those activities most likely to be performed by a 
contemporary U.S.-based PAM unit. In some cases, other unlisted activities 
may fall within a PAM portfolio domain. Also, some of the activities on the 
list may be performed by the organization in an area outside of PA. This may 
partially explain the relatively low percentage of respondents performing 
environmental affairs or international PA tasks. This observation should also 
serve as a caution to researchers basing sampling decisions on activity-based 
(ignitions of PA. 

A description of the respondent’s job titles and their area(s) of responsibility 
was generated. Forty-two percent of the respondents were vice presidents 
(VPs), 30% were directors, 17% were managers, and the remainder were 
assistant/senior VPs or officers. Another question was posed with respect to 
the title of the person to whom the respondent reported. Every effort was made 
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in tMs research to access the highest ranked PAM offidal in each nnit Nearly 
of the respondents reported to a CEO, president, executive, or senior VP. 
This distribution is again comparable with the Foundation for Public Affairs 

(1992) survey. 

With resp^ to years of PAM experience, the survey’s respondents averaged 
12.25 years (SD = 7.5, n = 418). In terms of educational backgrounds, 52.3% 
had earned a bachelors degree, 31.6% earned a master’s degree, and 10% earned 
a JD. With resp^ to the undergraduate majors of the respondents, 26.2% 
studio! communications/JoumaHsm, 24.1% were in business administration, 
18.2% studied literal arts, and 17.9% degreed in political science or government 

StlMli«, 

As for the PAM units themselves, the mean number of years the respondent’s 
employer had a formal PA unit was 21.7 (SD = 16.6, n = 381). Nearly 76% 
of the ri^pondents weie in units which had 10 or less professional staff 
wiife 14.2% of unite range from 11 to 25 members. The larg^ units 
had over 250 members. The mean staff size in this survey was 10 exempt 
personnel (mean = 9.95, SD = .89, n = 416). The mean number of nonexempt 
|WSOiH«I |«r unit wm 5 (SD = 12.2, n = 412). 

Contextual Factors 

IbmA&M^itoPABxiu^m 

The r^MJiMleiits of 49 jBrms (11.5%) said they spoat no time deliterately 
E&M activitiK. ITk r emainmg firms spent an average of 10.8% 
erf ti^ total unit^ tin» (whidi indiMies ‘putting out fir^,” managing pr^ent 
^o^ams, panning for the future) informing either formal or informal 
cfahiationoffl^aiiimtproje«te,pn>grains,orsuMmctions. However, when 
«kd wto woiiM an optimal amount of time spent in E&M, r^pondente 

ti^ to aloaUe 14.8% to th^ activiti^. 

Ex^^^QmmmmMkms Mwem PAM mtd Us SiaMwMem 

The survey examined the frequency of communication between the 
i^KM^cat^ unite airi hs relevant stakeholders. PAM managers communi- 
catol with tc^ managemrat mcM fi^uently, follow^ in ord^ by politicnans / 
govwniiMit officials, otter staff mraiters, line managers, interest group 

nKmteis, .and otter anployees. 

AMm^mofTMmAmmgPAAMm^ 

R^pondente were asked to allocate their total working time among four 
key activity mod^ (Le,, those d^ribed in the section on “time allocated to 
PA evaluation” above). The respondents (n = 418) averaged spending 35% 
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of their time (roimded to the nearest percent) putting out fires, 40% manning 
pr^nt programs, 11% evaluating programs, and 14% planning for the future. 
However, in terms of what they would optimally like to be doing with their 
working respondents said they would rather spend an average of 19% 
of their time putting our fires, 44% of their time managing present programs, 
15% evaluating programs, and 22% of their time planning for the future. 

Key Pmblems and Issues Faced by PAM Units 

The survey addressed various problems and issues often claimed by PA 
professionals as impacting their achievement of various levels of effectiveness. 
Respondents were asked to rate their degree of agreement with statements 
reflecting these issues. Respondents w^e strongest in their agreement on the 
following statements: 

1. Evaluation becomes important only when the firm’s finandai condition 
worsens. 

2. PPE issues are tougher to manage than internal or operational issues. 

3. Quality management technique are becoming more important. 

4. Operating managers do not fully understand what PAM entails. And, 

5. PAM is understaffed. 

Respondents were strongest in their disagreement to the following 
statements: 

1. Recent top management changes have created difficulties for PA. 

2. Top managers are unaware of PA capabilities. 

3. PA output is under-utilized by top management. 

4. Top management is too cost consdous. And, 

5. Top management personnel do not understand what PA entails. 

Input Factors 

Ofefejcfes to PAM PmcivoBcm 

Respondents were asked to assess to what extent they had difficulty with 
various obstacles often mentioned as explanations why evaluation of PAM 
was not performed more formally or frequently. The obstacles creating the 
greatest difficult for the respondents with respect to evaluation were: 

1. Conducting a sdentific evaluation of the PAM unit 

2. Quantifying PAM’s effect on the organization’s bottom line 
3 ; Defining specific standards for measurement 
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4. Inability to assess PAM’s effect on the bottom line (even in 
nonquantified formats). And 

5. .D^gning S3^tCTas for evaluation 

PrcKiess/Stnictiiral Factors 

linimg of PA mi Or^imimnd Mmkms 

Survey recipients WGm asked whether th^ had a written PA mission 
statement which was explicitly linked to corporate goals. Of the 420 
respondents who answered this qn^tion, 68.6% (n =288) said they had a linked 
mimon, 30.2% (n = 127)' said ttey did not, and the remaining 1.2% were unsure. 
Further research into the 30.2% units with unlinked missions should be 
coiKluctoi to ^tablish if th«e units even have a written mission. 

F&rmi mtd Infimmd Gmi ^iing 

In toms of formal, goal-toting prw^^, 63.7% of 421 respondents said 
hM formal, goal-toting proems which were updated on at least an 
a nnual tesis. L^s than 11^ of r^pond^ts made up the other categoric, 
iiMiuding ftofonnii^ formal goal setting more frequently than once a year 
(8.^), tes fioeqi^tly than an annual basis (4.7%), no toablished E&M pattern 
{9.5%), or E&M on a fto-program bask (6.9%). Twenty six units did no formal 
goal sc^ii^ (6.2%), while 2 r^jondents were unsure. 

Gxiueimt Tmhm^ues 

TIk survey also how firequently r^pondente utilized various popular 

anafytiM toliiiiqi:^ for evahiatii^ the f^ormanc^ of their units. The fiw 
mcM fiw|iieiitly utilized ^proadl:^ were: 

1- Anai^s of rwults compart to objectives. 

2. &idget anal^s- 

3. ItofonnaiMX measunK. 

4. TracMi^ PA coste. AimI, 

5- Reputational approach (external attit ud e surveys). 

The five feast frequently utilized analytic^ evaluation techniques 

1. Effectiveness indkra. 

2. PA audits. 

3. Process-oriented/Efificieiugf-lMsed measure 

4. Numba-of “hits and misses.” And, 

5. Internal attitude surv^s. 
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Form of Measures 

The survey also sought information with respect to the form of measures 
(i.e., quantitative, qualitative, combinations) they used most frequently. In 
terms of the frequency of utilization, qualitative measures were used most often 
(mean = 42.5%, SD = 28.8, n = 383), a combination of quantitative and 
qualitative measures were used next most frequently (mean = 34.2%, SD = 
31.1), and quantitative measures (mean = 23.3%, SD = 18.9) were used kast 
frequently. 

In terms of the level of value added by the different measurement types, 
qualitative measures were rated most valuable by 54.5% of the r^pondents, 
followed by combination measures. Quantitative measures were considered to 
be the least valuable and were ranked last by 47% of the respondents. 

ResportsSnlih/ for Evaluabon 

With respect to what individuals had ultimate responsibility for actually 
performing PAM evaluations, a member of top management had this 
rraponsibihty for 59.4% of the units, while the unit’s top Public Affairs Officer 
had it for 33.1% of the respondents. The remaining 7.5% of the respondents 
had their evaluations conducted either by another PA staff member, line 
manager, or external auditor. It should be noted that there may be overly 
between the senior PAO and top management persormel, as the senior PAO 
could certainly be a member of an organization’s top management group. 

Eoaluation Leoels and Frequency 

Table 4 displays five levels at which PA evaluation may potentially occur. 
These five levels include the evaluation of individual PAM professionals, 
spedfic PAM projects, specific PAM subfunctions, overall PAM area, and/ 
or overall organizational effectiveness in the PPE. It is important to note that 
evaluation is carried out most frequently at the level of individual PAM 
practitioners which is also where evaluation is most formaliKd and regulariy 
schHulp^ Nearly 20% of the respondents say the do not perform any 
evaluations of the organization’s performance in the PPE. 

Outputs/Impact Factors 


BenefUs of PAM Evaluation 

Respondents were asked to rank order the benefits that their organizations 
achieved from PAM evaluation. The five categories of benefits which received 
the highest frequency of mention were: 
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Table 4. Type of Evaiiiation Ptefonned at Five Levels 



* 

Frequency 

Percentage 

WwiAial FAM 

¥=-m% 

Annual 

= 71 


I =2^ 

< Annual 

= i 


N=5 

> Annual 

Other Basis 

= 25 
= 3 

Spdfc FAM promts 

F = 33% 

Annual 

= 17 


I =61 

> Annual 

= 34 


N = 6 

Per Program 
Other Basis 

= 45 

=r4 

Sii«:i& FAM feardcHi 

F = 4im 

Annual 

= 48 


I =47 

> Annual 

= n 


M=I2 

Per Program 
Other Basis 

= 18 
= 6 

Owal FAM FteMAn 

F = 46% 

Annual 

= 66 


I =41 

> Annual 

= 19 


II 

Ci 

Other Basis 

= 15 

Ovoii fspn^iisial 

F = 3I% 

Annual 

= 55 


I =50 

> Annual 

= 20 


N=I9 

Per program 
Other BaA 

= 15 
= 9 


Jiter * F=faimt, I = mfeinal, H == mym 


L that PAM was HKeting the or^nization’s interm^liate and 

loi^-fai^ goals (65% of n = 425 ratol it among the top thr^ braefits). 

1 extermi imf^ of the or^nizatioii’s PAM programs 

( 58 . 6 %). 

3. A^^Eg tlK imp^ of PAM aetiviti^ on the organization (46.9%). 

4- Uai^ evaluation information to plan long«4erm strate^es (31.8%). 

5 . I^tomiiiiiig improve utilization of PAM resources (30.1 %). 

In oriter to wtetlMr rapoiMlents evahiatol PA units other than their 
own, asked to ^pwaficafly name two compani*^ consicien^ to .have 

tte **iiic36t cffa^ive PA units.’’ In order to gauge the respondent’s mpariing of 
^dfa^tivoKss, were abo asked to list the aiteria th^ used in TTiaking their 

Over half of tte n^iondents namKl a company which they i^rc^ived to he 
most in the PPE, white another 41% named a ^x>nd company. 

Ctertam compand were iximmonly naiMd. The top five industry groups in 
which compani^ mc^ frequontty dtol is shown in Table 5. The spedfic 
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Table 5. The Five Industries Most Frequently Cited as Having Companies 
with the Most Effective PAM Functions (in alphabetical order) 

Acn^pace 

Chemicals 

Eaargy-relatc^ (Le., petrolemB rdmmg) 

Food/Beverages 
Pharmaceuticals 


Table 6. Most Frequently Utilized Criteria for Eiescribing Companies with 
Most Effective PA Units (Top 10 ranked in order of frequency of citation) 

(1) Support of top management 

(2) Rqjutation/ image/ praise from external stakehold^ 

(3) Sheer amount of PA resources 

(4) Clearly defined objectives/ strong sense of mission 

(5) Willingn^ to take tough positions/stakes out tough issi^ 

(6) Talented PA personnel/professionalism of staff 

(7) Past successes/ history/ track record/ results 

(8) Communications openness/ clarity / quality 

(9) Operates in public interest/credibility with public 

(10) High ^nsc of ethics/ integrity/ respect for stakeholders 
(11-20) ♦ Breadth of PA cover^e 

Efficiency of PA action 

(Ms rm)urces for PA 

Market driven/turns PA into profits 

Relationships with external stakeholders 

Support line management/employees 

Thoroughn^s/ (X)nsistency 

Turns difficulties or crises into positive 

Visibility/acce^ to/responsiveness to stakeholders 

l^fillingness to commit resources 

Note: * In alphabetical ordo-. 

criteria most frequently mentioned are shown in Table 6. Specific criteria are 
not associated with companies in this analysis for confidentiality reasons (Le., 
respondents were promised name and organizational confidentiality for 
agreeing to respond to the survey). 

Open-entM Comments and Responses 

Respondents to the survey were given multiple opportuniti^ to provide 
written comments on the questionnaire. Nearly half of the respondents 
provided written comments. Several issues stood out in terms of frequency and 
emphasis. These issues are categorized and briefly summarized in Table 7. 
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Table 7. Concerns Mentioned Most Frequently in 
Open-ended Responses (listed in order of frequency of mention) 

(1) He kswi of OTnmunk^ons brtwem PA aini ^nior managers. 

(2) Hie degree to wMcli PA is stiategic^y linked into the firm’s focus, structure, and processes. 

(3) Tte ^nKtoe ami oi^nization of the PA unit itself. 

(4) The degree of evolution in the rolc^ and/or approaches taken by PA. 

(5) Kfecte of 0fganh^k>nal dsan^ on PA. 

(6) Incon^^ojice among PA prcrf^aonals. 

(7) Strafc^c pMlc^phy of PA unit 

(8) Nature of evaliiMioii and / or n^suienMit ^rstems. 

(9) lire <rf HMffc and out^e ei[|wrtire. 

(10) Nature oi tire ta^ mwroniireire- 


DISCUSSION AND CONCLUSIONS 

R^ults from the Phase I interviews revealed that there were three evaluation 
arctetyps which charactois^ the way PAM was evaluated. Th^ three 
aictetfps i^rare distii^uished primarify ba^ on three factors: 

1. The native of PA evaluation policies/systems. Evaluation in this 
dimension ranged from those units in which no evaluation policies or 
systems cxktol to th<^ with M^y formalizal systems. 

2. The nature of their evaluation methods. Tlie methods ranged from 
^mitialy intuitive to mosdy analyticaL And, 

3. The nature of information utilized. The type of information ranged from 
mostly ob^^^ve to mmtly subjolive. 

TTk Ksiilting aictetypal grou|M are diqilayai in Table 8. 

Evaluation Approach Matrix 

R^^rch qi^tion I ask^ for a d^:ription of how PAM is currently 
performing E&M. Tliis qi^tion airf qu^tion 3 were addr^ed via the 
devdopnwit of a matiix aimbining tt^ thi^ evaluation archetype with 
four lyi^ of ^Tectivei^® taigds commonly pursue by organuntions (i.e., 
cfftt^vei^s in its ielatioiishi|B with stakehoWers, goal effectivene^ utility- 
hma cffwtiven^ or ^tens qualty ^^vene^). This combination i^ulted 
in a I2r«dl^ malaix {F%ure 2). A ddail^ discussion of the qualiti^ of PAM 
units at each cel intei^ction can found in Fleisher, 1992. 

Model Rrfnmnent 

The preliminary systems model deductively generated was inductively 
refined as a result of the data generated and anaiy 2 ed in Phase 2. Further 
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Thbk 8. Evaluation Arch^styp^ 

Evaluation Nature of Evaluation Nature of EvaluatUon Nature of 

Archetype Policies/Systems Methods Information 

Group I (NE) Nonexistfiiit Intuitive Mixed 

Group2(FAO) Formal Analytical Objective 

Group 3 (IIS) Informal Mostly intuitive Subjective 


TARGET 



StakeboMers 

Goals 

Utility 

Systems 

Quality 

Ho 





Evabiatiozi 

(1) 

(2) 

(3) 

(4) 

#IE> 





Fcmial 

Analytical 

^Oiiectwe 

CFAO) 

C5) 

(6) 

m 

m 

Informal 

Intuitive 

Sulgective 

ms) 

(9) 

(10) 

(H) 

(12) 


Figure 2. Evaluation Approacli Matrix 
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analysis relied upon variable reduction through factor analyses and Tukey-B 

Three clusters of factors were shown to be associated with PAM evaluation 
as it related to organizational effectiveness in the PPE. 

Cluster one includoi five variables directly associated with E&M processes. 
It was concluded that PA management E&M has a more significant role in 
helping an organization thieve effectiveness in its relationships in the PPE 
when: 

1. Senior management encourages PA unit evaluation. 

2. Systems and standards exist for measuring i^rformance. 

3. Efforts are made by managers to understand causal relations betvron 
PAM unit actions and organizational impacts in the PPE. 

4. M&E exf^rti^ exists within the PAM unit. And, 

5- Adverse interfunctional behavior resulting from the internal 
communication of evaluation results is relatively absent. 

Ouster two produced two variables associated with managerial behavior in 
the PPE. Th^ included the number of PPE pressures facing the firm and 
the intensity of PPE pressures facing the firm. Cluster three produced three 
variables associated with managerial behavior toward the PAM subsystem. 
Thi«s vaiiablK were shown to te ^goificant: 

1. The degree of integration of busine^ and PAM planning. 

2. Manorial openn^ and r^»ptivity to PAM. And, 

3. Internal organization changes affecting PAM. 

The clusters identified allowed for the inductive refinement of the preliminary 
model. The systems relationship between these factors is graphically 
demonstrated in Figure 3. Numerous propositions were offered associated with 
this lefined model and are detailed elsewhere (see Fleisher, 1992). 

Measure Development Systems 

This study was focused on gaining a greater imderstanding of how firms 
evaluate and measure their activities. The discussion thus far has more 
thoroughly targeted evaluation. This section describes the development of 
measurement systems, based on the original model and the open-ended survey 
r^ponses, enabling an encompassing categorization of measures used in PA. 
Dimensions utilized in developing measurement systems are shown in Table 
9. 

The system includes multiple dimensions from which to create systematic 
measurement systems. The following discussion highlights the many 
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Tabk 9. Some Dimensions for 
Developing Measurement Systems 


Dimension 

Facet 


ProfessionaM 

Projects 

Specific PAM functions 
Overall PAM function 
Di^anizational PAM 

Sysbsmk: pc^icM 

Inputs 

Process/ structure 

Outputs 

Outcome / impacts 

NMhtc of 

Strategic-level control 
Management-levd control 
Operational-level control 

jfeiMtoaark 

Intraoiganizational 

comparisons 

Intra-industry comparisons 
j^t-in-class comparisons 


Quantitative methods 
Qualitative methods 
Mixed-type methods 


dimensions suggested by wMcb this study which can be combined in various 
fashions to guide PAM performance measurement. The dimension possibilities 

include but not limite d to: 

1. Focal Level focuses the performance anal 3 rsis on five separate categories. 
The categories represent a hierarchic^al arrangement of the elements 
compo^g PA in an or ganiVat ion. 

2. Nature of reflects the content of the measure being used in terms 

of providing strategic, management, or operational-level control 

information. 

3. Benchmark suggests that an assessment can be made with respect to 
other intmorganizational PA units (i.e., a comparison made between 
two similarly constituted PAM units in one organization), between PA 
units in cx)mpanies within an industry (i.e., l^tween chemical firm A’s 
PAM function and chemical firm B’s), and between a focal PA unit and 
a best-in-class PAM unit in another company in any industry. 

4. Systemic Position focuses the evaluation on a particular position within 
the PAM system as conceptualize in the original research model. 
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5. Technique includes those qualitative and quantitative methods for 
guiding the analysis of PAM performance data. 

An example in using the system may be helpful. General Chemicals Inc. 
(GenChem) may wish to evaluate its PR subunit and organizational 
performance (i.e., the third and fifth focal levels) by applying content analysis 
in terms of how many published articles (a quantitative measure split into 
favorable, unfavorable, and neutral qualitative categories) were written about 
the company (i.e., an output measure of systemic position) on a particular 
public policy issue over a specified time period. An assessment may also be 
made by determining how many articles were writ^n about Standard Chemic^ 
Inc. (StanChem) under similar circumstances. A ratio of outputs (i.e., the 
number of actual print “hits”) to inputs (i.e., the number of PR unit man-hours 
devoted to generating print media contacts on the issue) can be developed for 
comparison between the firms. 

This example would generate a measure of PR productivity. For example, 
the analysis would show that over six months, GenChem had 110 articles 
stating its position, 85% were favorable, 10% neutral, and 5% unfavorable. 
These outputs and outcomes were generated with 60 PR man-hours. 
StanChem’s position was mentioned in 60 articles, 45% favorable, 40% 
unfavorable, and 15% neutral, StanChem used approximately 75 man-houm 
to generate these outputs and outcome. This analysis would indicate that 
GenChem’s productivity and performance were clearly superior to StanChem’s 
on this particular issue. Further analysis should be made of each organization’s 
functional practices to determine what factors led to this r^ult. The 
applications of this system are difficult to exhaust and are limited only by the 
evaluator’s ingenuity. 

SUMMARY 

The refined model developed in this research demonstrates that managerial 
behaviors and decisions are directly affected by PPE forces and the influence 
of the PAM unit. The result of managerial behaviors and decisions, combined 
with the effects made on these by the PAM subsystem, lead the organization 
to exhibit certain behaviors in the PPE. Whether these behaviors are effective 
or not is dependent on how the organization views its relationships in the PPE, 
which is reflected by the approach it takes in evaluating PAM. 
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We have wasted two critical decades. If we miss this chants, we face 
unprecedented peril The processes of environmental abuse are as destructive as 
nuclear war and far less easy to avert-for they are abeady well advanced and 
gaming momentum. A gigmtic ta^ looms ahead. 

—Mustafa K. Tolba, Executive Director, 
United Nations Environment Programme, 19% 
{UNEPFrofih 19%, p, 1) 


INTRODUCTION 

The fields of organization management, strategic management, international 
business, and business and society have generally adopted broad persi^ctives 
of organia^ational activities compared to other busing disciplines. Each of 
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these fields, whicli hmc cxjstiihiited to the corporate social performance 
concept, share a concern wth the organization/environment interface. 
However, literature in these fields has included scant attention to the one 
environment that is the most pervasive, ubiquitous, and vital phenomena that 
continuously affects and is affected by this interface—the natural or ecological 
environment. This ever-present and all-encompassing environment—Earth’s 
hydrosphere, atmosphem, lithosphere, and biospheric living populations and 
systems—could be considered the most important organizational environment 
with which we need to concerned, since it plays a major role in every other 
kind of environment. To cite just a few of the more obviO'Us examples: economic 
environments are affected by the availability and quality of natural resounds; 
social environments are affected by the natural barriers to human activity and 
by opportunities for human food, water, energy, and shelter acquisition; 
twhnological environments arc affect^ by the quality, quantity, type, and 
location of raw materials and their potential combinations, and by the 
accumulated impacts of natural substances and forces on technological 
hardware. Political emmonments arc influenced by ecological organizations, 
including Green Parties and movements, and by environmentally related 
or^nizational polkies and practice. 

Among other goals, this paper wil highlight, compare, and extend the works 
of the few re^archers in th«e fields who have, at mimmiTTn^ included several 
example of the natural environment in their resf^ctive articles and papers. 
Tte main point of this article, howetrer, is to develop ideas about ^obal busings 
environmoitalism by immg the works of tl^ authors, as well as those of other 
ac^mics and practitioners who have addressol this issue outside the 
mainstreams of the^ fields. In addition, derive a global business 
environmentalism mcMiel, the Human Organization Environmental 

PeiformaiM* (HOEP) mcNlel, UMg Eurof^an organizations and situations to 
ilustrate conceits within it In this paper, we use the terms “business 
environiaeiitalism’’ and “environmental management” s 5 nQonymously to mean 
“the mtegration of tte environmental dimension into an organization^ 
mana^ment stoicture, dmsioii-makiag proc^s^, fmiback procedures, and 
control and corroctioE loops” (International Network for Environmental 
Mana^ment, 1^1). A Eurof^an focus was select^ for this paper, in part, 
t^cause using exampi® can serve to broaden the perspectives of business- 

environmentalism r^aichars toward a viewpoint that is at least multinational, 
if not global. This broader approach appears neccessary for scholarly 
appreciation of the truly planetary nature of environmental challenges to which 
businesses and societies apparently need to respond significcantly, now and in 
the near future. 
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THE NEED FOR A MORE INTERNATIONAL 
MODEL OF BUSINESS ENVIRONMENTALISM 

The United States Orientation of Current 
Business Environmentalism Models 

Evidence that the orientations of most researchers of business 
environmentalism currently are heavily United States oriented appears 
overwhelming. In addition to the distinctly U.S. authorship of the few academic 
and practitioner articles that currently have been written on the topic in the 
English language, most of the references to organizations that have been 
identified as either good exemplars or bad actors have centered on American 
organizations. While a few examples of non-United States business 
environmentalism do exist, most of the research and writing in this area, the 
highlights of which are briefly reviewed below, have a definite United States 
(or U.S.-Canadian) orientation. 

Current business environmentalism models can be categorized into three 
groups: component, direction/degree, and combination. Component models 
have focused on various organizational entities (hierarchical levels, 
organizational functions, and external/internal interfaces) and their 
relationship to business environmentalism; direction/degree models have 
provided labels for describing organizational orientations toward business 
enwonmentalism; and, combination models have utilized both components 
and orientations to develop a more comprehensive view of business 
environmentalism. Regardless of the model type business environmentalism 
scholarship has developed a decidedly United States orientation. 

Component Models 

Marcus and Rands (1990) in several briefing papers which culminated in the 
rasebook Managing Environmental Issues (Buchholz, Marcus, & Post, 1991), 
identified business functions that might be affected by the most recent increase 
in the natural environment orientations of business^ and societies, utilizing a 
plethora of examples; all but one of which were U.S.-based. The authors adeptly 
illustrated how a holistic, that is, cross-functional, approach to business 
environmentalism appeared to be an emerging reality for many large firms in 
numerous economic sectors, but the researchers’ use of predominantly United 
States illustrations could be seen as potentially and unintentionally limiting the 
application of the authors’ ideas to but one country or culture. 

Starik and Carroll (1991) employed the McKinsey 7S model of 
organizational effectiveness to business environmentalism in developing their 
“strategic environmental management” (SEM) model. Once again, most of the 
evidence printed to support the argument that organizational components. 
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such as superordinate goals, strategy, and structure, were important for 
assessing the environmental sensitivity of firms, was U.S. based. Wiile several 
references were made to European and Japanese SEM organizations, the 
predominant U.S. bias was obvious. 

The same can be said about a forthcoming work by Throop, Starik^ and 
Rands (1993) that sets out another classification scheme describing various 
business environmentalism strategies, such as cooperation, conservation, and 
the use of lenewable resource technologies, once again relying primarily on 
United States examples. This paper almost exclusively employs U.S. and 
Canadian electric utilities in general, and Southern California Edison in 
particular, as its database. 

DimikmlL^m M(Mkb 

Mathews (1991), the former vice president of World Resources Institute 
(WRI), an organization that perceives itself as a globally-oriented, sustainable 
development promoter, approached business environmentalism from a 
corporate, social responsiveness perspective, but also predominantly from a 
U.S. viewpoint. This researcher forwarded four levels of business 
environmentaiism: 

• Exploit the green fad while it lasts; 

• environmentalism can sometimes be good business; 

• environmentalism is here to stay; and, finally; 

• the environment is a strategic business opportunity. 

While this categorization appears intuitively appealing, practically based, 
and potentially helpful as a starting point for assessing an organization’s 
environmental orientation at any given time, nearly every illustration was U.S. 
based, including attention to United States fishermen and the American issue 
of dolphin-safe nets, U.S. environmental groups’ Valdez Principles, and the 
Unito! States Environmental Protection Agency’s Green Lights Program. 
Smart (1992), a colleague of Mathews’ at WRI, recently published a book that 
catalogs best exemplars in business environmentalism and which includes only 
North American (primarily U.S.) examples, ‘tb)ecause North America is the 
lai^t |»r capita user of environmental lesourc^” (p, 8). 

Post and Altman (1991) studied three firms, aU U.S. based, and drew on 
predominantly United States-conducted environmental management research 
to develop their three-stage model of “corporate environmentalism,” which 
included adjustment, adaptation, and innovation. In addition to this new 
“learning” and development perspective, to their credit, two of the three 
companies these researchers select^ did conduct some operations outside the 
United States. Also, an earlier article by the first author (Post, 1991) did employ 
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several non-United States examples in his suggestion that businesses aronnd 
the world need to begin “Managing as if the Earth Mattered.” 

Combination Models 

Hunt and Auster (1990) combined their environmental responsiveness 
orientations (beginner, fire fighter, concerned citizen, pragmatist, and 
proactivist) with a holistic, multicomponent environmental management 
perspective using, once again, primarily U.S. examples of both compani^ (e.g.. 
Union Carbide and Exxon) and regulatory entities (e.g., CERCLA and 
RCRA). For example, to explain one element of their proactivist approach, 
the authors stated “(s)tage five (pro activist) firms are also active in Washington, 
D-C., in state ca|ritols, and in local communities” (p. 12). 

Logsden (1985) utilized a dichotomous social responsiveness variable— 
resisting or accepting—in her study of the varying r^pons^ of United State 
based (or U.S. operating) oil companies to U.S. environmental issues and 
regulations. She categorized these responses by analyzing the components of 
company management statements, structural actions, technical actions, and 
political/legal actions. Getz (1991) used Gricar^ (1983) typology of tehnical, 
informational, administrative, and (political) environmental management 
responses and Logsden’s resisting/ accepting orientations to identify difference 
in chlorofluorocarbon manufacturing firm responses before and during the 
Montreal Protocol international negotiations. Because players such as 
DuPont, Allied Signal, AT&T, and the United State Government were 
involved, the United States dominance in this study was significant, if 
unavoidable. 

The Potential Problems of Current U.S,-based Mcxlels 

While the reasons may vary for this apparent United State (or U.S.- 
Canadian) bias in environmental management research, (e.g., that the United 
States is the home country of most of the authors, the headquarters of most 
of the multinational companies involved, and the political/legal domain of the 
United States Government) the point here is that U.S. models of business 
environmentalism may be inadequate. First, cultural biases may exist in the 
formulation and application of these models, such that United States low- 
context” or rationalist-materialist approaches and/or outcomes may be the 
central focus, deemphasizing non-U.S. “high-context”, intuitive, psychoemo- 
tional, or nurturing aspects of the situations under consideration (Cohen, 1991, 
Ferraro, 1990). Second, much of the United States business environmentalism 
research has tended to concentrate on organizations which mostly operate in 
temperate northern midlatitudes, in heavily industrialized and information- 
oriented, oligopolistic economies, and in markets which include munificent 
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natural resource. These foci may orient United States (and U.S.-Canadian) 
business enviromnentalism r^earchers and practitioners to be less sensitive to 
the multitude of climates and ecosystems around the world, to economies which 
are less-industrialized, and to areas which are far more natural resource 
consteainal than that of the Unitol State (Odum, 1989). 

Given the global and multifaceted nature of many environmental problems, 
such as ozone depletion, greenhouse warming, and the endangerment of 
species, an integration of models with a focus on international examples might 
afiow our problem-solving concepts to be better matched to the problems 
themselves. While the proliferation of models identified above could be 
ex|^cted from an emer^ng subfield, a critical mass of these frameworks may 
now exist in which some initial comparisons, using examples which are not 
dominate! by the U.S. expmence, intuitively appears to be useful. 

The Gmening of the Corporate Social Performance Model 

To l^gin to develop a model of busings environmentalism which adopts 
a pcrs|«rtive that is United Stat^-oriented and to recognize important 
difference in natinal and relatwi or^mizational environments around the 
world, this pa|^r extends a corporate social-performance (CSP) model which 
km eiKf^ from the ^eral fields mention^ earlier—^the framework 
derelo^ by Wood (IWl). After extensively reviewing the CSP literature, 
W'OcmI corpora soda! performance into three categories: principles 

of «KaM prm:e^& of sexual responsiveness, and outcomes of 

ceiporate leiavior. The first of th^ incMoi three principles: institutional 
legitimM^ to use corporate power responsibly; organizational public 
f^»imhility for oiite>m« in scxaetal arenas in which these organizations were 
mvoh^; ami, iiMfivMiiial mana^ial discretion to forward socially r^ponsible 
outcomes. Her second category of processes included environmental 
a^mnwal, ^akehoMer nmaagMiimt, and imies management. Her third 
calory of mtmum contaiiM social impacts, programs, and policies. 

FwiK iwr|X»& cf tliB ppo; amOT^tte^mal cx>ntributiO'ns with which Wcxxih 
aitkfe B to be oedted s die crf'oivironiioteahs^ and natural enviroiin^t 

Kws HI tor and *CkilCOTno* disenmons, re^jectivdy, identifying a 

cxHHWlMi bdwom OTwramiMteton aixi this view of CSP. We more fiilty 

dtom aixi 'Ctto actual and {^mtial lelationshqB between Wexxi’s CSP 
mexM and kMKs owircMiiiMifaism bdbw. Howevor, in addition to the 
cxmiMlkm nMfe brtwem flie cxKXsqpfe erf CSP and bttoiess ^vironmentalism by 
Wood, c^w amfc Med to be nmtkned for cxxmparison. 

Rands (1991) developed a CSP construction that also included three major 
compoiwits that wore rinular to thcBe of Wood’s. Rands first ^ouped various 
corporate social r^ponsibilities into an input category, then listed a number 
of corporate prcxi^es and c^apaciti^ in a second throughput classification. 
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and finally assigned corporate social response policies and actions to an output 
subdivision. Management and organization theorists will recognize that these 
three descriptors (input, throughput, and output) are several components of 
B. system, an idea to which we will return. Not insignificantly, Rands mentioned 
environmental issues as a class of possible CSP inputs or social responsibilities 
and the hiring of environmental engineers as a possible output or social 
response in his scheme. 

A third researcher (Shrivastava, 1991) used language similar to Rands’ 
semisystems approach in his own tripartite concept of the “Organizational 
Implications of Environmentalism.” The three organizational system 
components he identified which had direct implications to business 
environmentalism were: inputs of raw materials and fuels, which were linked 
to the environmental issues of deforestation and energy depletion and 
pollution; throughputs of plant, workers, wastes, and transportation, which 
were associated Avith several processes of environmental problem development, 
such as accidents, disease transmission, hazardous waste proliferation, and 
toxic spills; and outputs of products, packaging, and servicing, which could 
be connected for to safety, overpackaging, and product failure results. 

When the three of these recent models are viewed together, several 
observations can be made about the current state of CSP and business 
environmentalism. The most visible similarity, among these approaches is that 
CSP is perceived as being composed of at least three somewhat distinct entities, 
but that each feeds from one concept to a second and then to a third. That 
is, just as in the Carroll (1979) and Wartick and Cochran (1985) CSP 
approaches, organizational responsibility, responsivenm, and issues or results 
have at least a one-way connection among them, that is, these three elements 
form the basis of a system. In the context of business environmentalism, 
environmental responsibility can lead to environmental responsiveness, which 
in turn can lead to environmental results. 

While this tripartite “quasi-systems approach” of what we call CSP-business 
environmentalism has significant appeal, this paper builds on these and 
emphasizes more explicitly concepts either implied in or directly related to these 
models. First, each of these models assumes a crucial element of every system— 
a natural environment within which the other parts of the system operate. We 
argue that the scope and severity of today’s natural environment problems need 
to become a more central part of human pierception, both organizationally and 
societally (Postel, 1992). Therefore, in the model we forward, we graphically 
illustrate in our Figure 1 using several symbols of nature, the importance of 
the natural environment for organizational (and societal) performance 
assessment. Second, each of the three models reviewed immediately above 
assumes some kind of one-way interaction between inputs and throughputs 
and between throughputs and outputs. We argue that, if indeed CSP-business 
enviromnentalism can be conceived as a system, this system can have multiple. 
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dynamic feedback components in which two-way interactions between and 
within any of these three entities is possible (Waimsiey, 1972). Our illustration 
of the derived model indicates this cycling idea, which we perceive as consistent 
with the concept of natural environment cycles (Odum, 1989). 

THE CSP MODEL AND 
BUSINESS ENVmONMENTAUSM 

While any of the three models describe, compared, and critiqued above could 
be used as the basis for a combined CSP-business environmentalism framework. 
Wood’s was selected here on the basis of its familiarity to busmess and society 
academics and its comprehensiveness in development and description. Our 
approach is to examine each of the three major model components she suggested 
and to apply and expand on these to incorporate the concept of business 
environmentalism using European organizations and situations. 

CSP Principles and Busmess Environmentalism 

Though the Principles of CSP which Wood identiSed—institutional 
legitimacy, organizational public responsibility, and individual managerial 
discretion—have strong theoretical bases, we suggest that these elements can 
be supplemented to form a more comprehensive set of criteria upon which 
to evaluate the motive, intentions, or values of organizational actors in their 
many environments, including their ecological environments. This is not to say 
that the three principles in Wood’s CSP model have little to do with the natural 
environment. Rather, just the opposite is the case. Business as an institution, 
organizations themselves, and individual managers have appeared to have 
acted either responsibly or irresponsibly m environmental matters, as will be 
seen from the numerous examples provided throughout this paper. However, 
at least thr^ other principles appear to deserve attention in a CSP model, 
especially when business environmentalism issues are considered. The 
principles we forward include: human species concern for ecological 
sustainability; plaix difference sensitivity, such as to variations in naturcd 
environments, natural environment impacts, and human responses to natural 
environment impacts; and finally, sector/alliance cooperation. 

The Principk 

To state an obvious but oftai overlooked fact in busmess academia and practice, 
all human individuals, organizations, and sodeti^ continuously depend on the 
natural environment for thdr very existence. like other animals and their 
cx)nectmti^ we lequire a healthy physical environment to provide us with air, water, 
food, shdter, h^ waste-al^rption, and other nec^ities of life (Arthur, 1990). 
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According to an increasing number of informed sources^ tb^ survival roiuiranents 
have come under severe pr^sine (UNEP Profile, 1990). Many organizations are 
now recognizing that the continuation of the properties of our natural environment 
to sustain life is a vital concern that needs increased, urgent, and comprehensive 
attention by our species (WCED, 1987). We advance the ecological sustainability 
principle for inclusion in the CSP-business environmentalism model to account for 
this growing “challenge”. In addition, this sustainability principle also mcorporates 
the responses which have been made or have yet to be made to protat the natural 
environment, not just for human beings and oth^ ^^edes alive today, but al^ 
for future generations that will require the quality vital r^ourc^ mmtioned above 
in sufficient quantiti^ for their own survival. The Paris-ba^ International 
Chamber of Commerce’s concept of sustainable development—^“me^ing tl^ needs 
of the present without compromising the ability of future generations to meet thdr 
own needs”—is one articulation of this principle (ICC, 1991). This derire for 
busin^s^ and societies to begin to adopt an ecolo^cal sustainability principle has 
been expressed over tte 1^ few years by numerous individuals and organizations 
at multiple levels of human oi^ganization. For example, in a m^sage to the world’s 
business leaders, the executive director of the United Nations Environment Program 
emphasized this principle: “Our beautiful and bountiful planet is in big troubte. 
This is not fiction or fantasy. We are in the midst of an international eoM^^qr 
that ralk for action. Action—now^—action based on scientific findings and common 
sense.” (Tolba, 1991) 

Many European organizations and European-based organizations, both 
public and private, have acknowledged the critical role the natural environment 
plays in the individual and organizational lives of its human stakeholders. A 
leading example is the European Commission’s Fifth Programme, which 
discusses the roles of government, business, and other organizations and their 
respective relationships to the natural environment. This document, entitled 
Toward Sustainability emphasizes that “all human activity has an impact on 
the biophysical world and is, in turn, affected by it— (and that) each of these 
(organizational) policies ... is dependent on the carrying capacity of the 
environment.” (Commission of the European Community, 1992, p. 3). This 
program foUows-up on the Community’s action in 1987 to amend its Treaty 
(Article 130r(2)) to read “action by the Community relating to the environment 
shall be based on the principles that preventive action should be taken, that 
environmental damage should as a priority be rectified at source, and that the 
polluter should pay. The Commission, in its proposals ... concerning ... 
environmental protection will take as a base a high level of protection 
(Vandermeersch, 1987, p. 415). Organizations such as the Geneva-based 
Business Council for Sustainable Development (BCSD), composed of 48 
business leaders from around the world (13 from European countries) have 
argued that human civilization is about to enter a fourth revolution the 
environmental revolution (BCSD, 1992, p. 10), and that “the quality of present 
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ani fiitore life' ^ts inimaii a^s witb'oat d^royiiig the 

enviromneat on which all life depends. As business leaders, we are committed 
to sustainable development, to meeting the needs of the pr^ent without 
compromising the welfare of future generations” (Schmidheiny, 1992). Surely, 
if corporate social performance is concerned about human societies and their 
organizations contmuing to exist, this concept needs to incorporate the 
protection and continuation of nature as a basic principle. 

The PMx Diffemm SensUimiy Principle 

Second, CSP-business environmentalism models appear to need to include 
the principle of sensitivity to different natural environments, their impacts from 
human activities, and regionally-varying human organizational responses to 
these impacts. The Swiss-based BCSD, mentioned earlier, recognized this need 
for an appr^iation of environmental diversity, calling for “policy mixes (which 
are) adopted by individual nations ... tailored to local circumstances ... 
recognizing that levels and conditions of development vary, resulting in 
different needs and abilities,” (BCSD, 1992, p. 6). Among many others, two 
generic categories of piac^ differences can be used in examining how sensitive 
organizations (or societies) are to the location of their activities: (1) the natural 
environment itself and human impacts upon it; and (2) the decisions and actions 
of or^nizatioes in r^on« to ttese impacis. 

Natural environment differences in geography, geolo^, hydrology, and 
climate may need to be taken into account in determining the degree and type 
of pollution and depletion a particular place can withstand before 
emironmental quality begins to deteriorate. Organizations (or societies) which 
overtax their ioc^ rq^onai, or national environments r^pective capaciti^ 
to ateorb the^ impels would likely be as low-performing CSP- 

busin^ environmentalism entities (Odum, 1989). Similarly, those which are 
sensitive to tteir r^i^rtive iKgative environmental place-oriented impacts 
wouM likely more poatively. Alternatively, the corporate social 

l«formanc» of organizations with unwanted emissions may vary by region, 
depending on how’ these pollutants move through the air and water media used 
in dischai^. Tho^ organizatio-ns which pollute local environments that 
naturaly and widely disi^ise tteir polutants may be comiderol Im socially 
rMponsibie in r^ons which eventuaHy r«»ive th^ emissions than in those 
re^ons in which tl^ 'di^ii.argK ori^nafe. Tlie opposite may be the case in 
locals in which polution dispcimoii is very low (Cookson, 1992). 

Place differences within Europe and letween Europe and other continents can 
he used as illustrations of the n^d for such sensitivity in corporate social 
performance asressments. First, Europe is a hi^y physically fragmented 
continent, with several large jeninsulas and numerous offshore islands. These 
coastal areas are vulnerable, first, to pollution by large shipping industries, among 
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other human activities, second, to depletion by large fishing industries, and third, 
to both environmental problems from tourism and development industries. 

Second, the continent’s geological structure has contributed to place 
differences with differential environmental impacts. Northern sedimentary 
belts have been subject to intensive farming methods, which have been 
associated mth pesticide, fertilizer, and herbicide runoff (Schmidheiny, 1992). 
The central Great European Plain has been both intensively farmed and 
overgrazed by livestock, creating both soil erosion and nonpoint sources of 
pollution. The southern mountain ranges have experienced not only these 
human environmental impacts, but also significant mining, forestry, and 
natural earthquake effects. 

Third, Europe’s water-related characteristics also need to be taken into 
account in assessments of place difference orientations in CSP-business 
environmentalism evaluations. For instance, while those European rivers 
flowing into the Atlantic exhibit rapid flows, thereby disbursing pollution to 
the rest of the world via the Atlantic Ocean, those which were are part of the 
North Sea subsystem are large and slow, allowing for large accumulations of 
water contaminants. The North Sea has another pollution dispersion problem, 
because the Gulf Stream prevents substantial exchange between the Atlantic 
and this relatively shallow body of water. The other two large European bodies 
of water, the Black and Mediterranean seas, are virtually landlocked, 
exacerbating water contamination problems in those regions. 

Finally, much of Europe’s climate is characterized by mild winters, cool 
summers, and sufficient precipitation, indicating less need for human 
temperature- and moisture-control than other areas of the planet. Within 
Europe, airflow is a major place-difference factor in the distribution of air 
pollution on the continent. The generally northwest flow means that, compared 
to regions on the Atlantic coast, the Scandinavian countries receive significant 
levels of air pollution from the continent’s heavily industrialized midsection 
(Graham, 1987). 

These plac^ differences, based on variations within the natural environment 
and how humans mteract with these, indicate that both organizations (and 
sexieti^) need to be sensitive to these variations to ensure that the first principle 
of ecolo^cal sustainability is not violated on a local or regional level. We argue 
that those organizations which exhibit this awareness (and are highlighted in the 
next section of this paper) will be more likely to be assessed as high performers 
in the CSP-business environmentalism sense than those which do not. 

Regarding differences in sensitivities to place attributed to organizational 
r^ponses to environmental impacts, several organizational policy differences 
can be identified as potential considerations in CSP-business environmentalism 
assessments. The EC’s Fifth Programme regarding environmental protection 
acknowledges the need for a principle of place sensitivity by the Commissions’ 
taking into account ‘‘the diversity of situations in various regions of the 
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Community and, in particular, of the need for the economic and social 
development of the less wealthy regions of the Community” (Commission of 
the European Community, 1992, p. 5). 

Differences in place due to variations in govenunent enviroiunental policy 
appear to play a large role in determining CSP-business environmentalism, 
for, if this stakeholder groups’ enviroiunental policies are perwived as 
and adequate, corporate compliance with such policies is usually 
considered to be a baseline on which to build such an assessment. For example, 
consumer products companies operating in Germany apparently will be held 
to a hi gher standard of compliance regarding recycling laws than those 
operating elsewhere in Europe. The recently passed German federal law 
mandating reverse distribution requires consumer packages to be returned 
through distribution channels back to packagers for 80%-90% recycling 

(Caimcross, 1992a). , , . 

Among the enviromnent-related policy differences governments exhibit is 
variability in regulation. For instance, the United Kingdom first adopted its 
Environmental Protection Act in 1990, while the United States passed its 
National Environmental Policy Act 20 years earlier, in 1970. In this case, two 
firms alike in every respect except their respective locations, the United States 
and United Kingdom, would be held two different CSP-business 
environmentalism standards and expectations. For two decades, American 
firms would have been more likely to be considered poorer social performers 
than their British counterparts based solely on the environmental laws in effect 
in their respective home countries (Cridland, 1992). Regarding differences 
between the European Community and the United States in environmental 
law enforrament, hazardous waste liability is usually confined to generators 
and transporters in Europe, but landowners are also held liable in the United 
States, contributing to the greater level of environmental liti^tion in the United 
States and to a difference in how landowners would be assessed regarding CSP- 
business environmentalism (Bloom & Morton, 1991). 

Several observers of the European enviromnental scene have idenfified sharp 
overall environmental-orientation differences among the several countries on 
the continent, typically segmenting Eastern and Western Europe, as well as 
distinguishing Northern, Central, and Southern European environmental 
attitudes and expectations. These observers have noted that nearly all Eastern 
European nations have severe natural environment problems due to lax 
environmental enforcement, at least compared to some Western European 
nations. In addition, Germany, the Netherlands, Denmark, and the other 
Scandinavian countries have often been cited as the most advance in their 
general enviromnental attitudes and behaviors, including their respective 
businesses, governments, general publics, and environmental interest groups. 
Entities in these latter nations usually are identified as environmental leaders 
in the European Community (EQ and are most determined to ensure no EC 
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poEc^ interferes with their own environmental standards. Societies in these 
latter countries will likely apply a higher standard of CSP-businep 
environmental performance to orgamzations within those countries than will 
societies in other countries (Corcelle, 1989). 

In addition to place differences in the environmental responses of 
governments and businesses, environmental groups also exhibit geographic 
variation, with implications for CSP-business environmentalism evaluations. 
Issues such as nuclear power, hydroelectric dams, and hazardous wastes have 
been salient features of the initial organizing of environmental interest groups 
(such as the European Environment Bureau) and “green” political parties in 
virtually every country on the continent (Rudig, 1991). However, differences 
in the influence of such parties exist within Europe. As might be expected, green 
parties play a more significant role in affecting national politics in countri^ 
in which they receive higher percentages of the vote, such as Germany, than 
they do m countries in which their electoral stature is minimal, such as in Spain. 
For this reason, societies in which environmental activism is significant are more 
likely to use higher environmental protection standards in CSP-business 
environmentalism assessments than are those with less environmental activism. 

The S&:!torlMliance Cooperation Principle 

A combined CSP-business environmentalism model appears to need to 
include the principle of sector/ alliance cooperative responsibility. The global, 
multisector nature of many environmental problems argues against an 
individualist approach and for maximum cooperation befitting the “commons 
dilemma” that has become, in many ways, the commons crisis. One form of 
institutional cooperation is public-private explicit or implicit agreements to 
protect various natural environments. The EC’s Fifth Programme on the 
natural environment actively promotes multisector cooperation, as described 
in its Toward Sustainability document. This long-term planning effort is 
attempting to promote a “let’s work together approach ,.. unpl(ying), in 
particular, a reinforcement of the dialogue with industry and the 
encouragement, in appropriate circumstances, of voluntary agreements and 
other forms of self-regulation ” (Commission of the European Community, 
1992, p. 6). These efforts are intended to include “the involvement of all 
economic and social partners.. (that is) representatives of enterprise, 
consumers, unions, professional organizations, non-govemmental organiza¬ 
tions, and local and regional authorities” (Commission, 1992, p. 9). 

Numerous European organizations have already adopted an approach to 
s^tor/alliance cooperation via trade association environmentalism. One 
example of this cooperative effort is the proposal for continentwide jomt 
research in hfe cycle analysis and ecolabeling being advocated by commodity 
producers in the glass and cardboard manufacturing industries (Knight, 1992). 
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A second example of potential multifirm self-regulating responsibility is 
illustrated by national chemical industries throughout Europe. Most European 
chemical industry associations have endorsed and begun to implement the so- 
called Responsible Care program, a ten-point agreement that each chemical 
company member will improve its environmental management practices 
(Responsible Care, 1991). As is typical in European business environmentalism, 
regional variations exist, with northern associations implementing more 
environmentally comprehensive programs and southern associations less. 

Several other international associations of firms are active in the 
environmental management field. These include the Hamburg-based 
information clearinghouse and catalyst. International Network for 
Environmental Management (INEM), which includes 500 various-sized 
national and regional businesses and trade associations, and the London-based 
investment exchange East-West Environment Programme, a network of banks, 
businesses, NGOs, and governments involved in central and eastern Europe 
environmental programs. 

Finaiiy as an example of a multisectoral approach to environmental 
cooperation, the Confederation of British Industries, or CBI, has developed 
a partnership with several environmental nonprofit groups (Business in the 
Environment, the Environment Council, and Groundwork Foundation) to 
form the Emironment Burin^s Forum in the United Kingdom. CBI, an 
organization of mostly large British firms, is establishing this network to 
promote enwonmental excellence, self-regulation, and alliances among its 
members, in order to assist the environmental efforts especially of smaller firms 
in the Unitol Kingdom. 

Integrating the CSP Principles 

While CSP principles do not necessarily need to be integrated to be 
significant or usable in assessments, a CSP-business environmentalism model 
can include such integration as an indicator of environmental comprehensive- 
ni^. Presumably, if one principle is itself important in CSP consistency 
determinations, its congruence with other principles is also important. For 
instance, an integration of two of the CSP-business environmentalism 
principles mentioned above might be support for an international 
Environmental Code (an example of the ecological sustainability principle) and 
developing and implementing a more stringent company environmental code 
for areas which are especially environmentally sensitive (an example of the 
placx difference sensitivity principle). The integration of the sector/alliance 
cooperation principle with th^e other principles would likely involve 
multinational, multisectoral negotiations similar to the Montreal Protocol or 
other international environmental negotiations (Davis, 1992). 
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CSP Processes and Business Environmentaisiii 

With regard to the processes of CSP—environmental assessment, 
stakeholder management, and issues management—we suggest that the 
examination of CSP-business environmentalism issues utilize a more 
comprehensive framework based on both strategic management and 
environmental management concepts, called strategic environmental 
management, or SEM (Starik & Carroll, 1991). This model employed the 
McKinsey 7S framework in assessments of organizational decisions and actions 
related to the natural environment. This latter framework identified seven 
strategic interdependent variables that have emerged through research and 
practice and have been suggested as guidance to researchers and practitioners 
in assessing overall organizational performance (Peters & Waterman, 1982). 
The best known application of the McKinsey construct identified differences 
between United States and non-U.S. companies and found that firms which 
concentrated on all 7S appeared more successful than those which focused on 
only strategy and structure (Pascale & Athos, 1981). The 7S model was used 
as the basis of SEM because practitioners have found the McKinsey model 
simple and useful, and because the breadth and depth of environmental 
management can be overwhelming without easy-to-use information processing 
models (Sturgess, 1992). An up^aded version of SEM presented here expands 
the "‘staff’ category to include all organizational “stakeholders,” an 
improvement that was suggested in the initial SEM paper mentioned above. 

An expanded SEM approach incorporates all of the processes in the Wood 
CSP model in one or more of its “S” categories, such as the potential inclusion 
of environmental assessment and issues management in the development of 
the McKinsey “S” strategy. The advantage of using SEM is the breadth gained 
by including many other organizational analysis components, such as industry 
dynamics, internal strengths and weaknesses, external opportumties and 
threats, management and cultural values, and financial sensitivity, as opposed 
to including only the three processes presented in the CSP model. In addition, 
the SEM model, with its base in the McKinsey framework, argued for the 
integration of organizational processes for organizational effectiveness, a 
characteristic not explicitly incorporated into the Processes section of the 
Wood CSP model. Such all-around organizational effectiveness characteristics 
would need to be included in any CSP model that recognizes the multiple goals 
of organizations of attempting to achieve success economically, legally, 
ethically, and philanthropically (Carroll, 1979). Although numerous 
iBustrations could be provided of European CSP-busin^s environmental 
proc^ses, below we indicate several of these to highlight this construct’s 
applicability to non-U.S. organizations and contexts. 
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Shared Values or Superordinak Goals 

This first McKinsey “S” is the set of long-range, big picture reasons for which 
organizations exist, sometimes labeled missions, objectives, philosophies, 
purposes, codes, credos, or visions. This category can be seen to tie CSP’s 
principles and processes together, since values and goals can be considered both 
attitude- and behavior-related. The Business Council for Sustainable 
Development (BCSD), mentioned earlier, has acknowledged the relationship 
of this organizational characteristic to environmental protection in declaring 
that sustainable development “requires far-reaching shifts in corporate 
attitudes and new ways of doing business. A clear vision of a sustainable future 
mobilizes human energies to make the necessary changes, breaking out of 
familiar and established patterns. Strong leadership from the top (and) 
sustained co mmit ment throughout the organization” are keys to realizing such 
visions (BCSD, 1992, pp. 8-9). 

In business environmentalism, the best illustration of shared values or 
superordinate goals are the environmental codes of conduct that have been 
formulated and initialy implemented by companies, trade groups, and mega¬ 
associations. Concerning the latter, the Paris-based International Chamber of 
Commerce (ICC) has develop^ a 16-point sustainable development charter 
which has l^n adopted by more than 600 companies worldwide (380 in 
Europe), in addition to several associations and coalitions (BCSD, 1992). This 
charter’s principles include recognizing “environmental management as among 
the highi^ corporate priorities and as a key determinant to sustainable 
development, environmental innovation and audits, and,... the minimisation 
of adverse environmental impact and waste generation, and the safe and 
responsible disposal of residual waste (ICC, 1991). Concerning industry 
association environmental codes, 65 such codes have been identified by the 
United Nations Environment Program on the Industry and Environment 
OfSce worldwide, 26 of European origin (UNEP Industry and Environment 
Office, 1992). For example, Eurelectric, the association of European electricity 
supply firms, has published and promoted both a statement of environmental 
policy and a code of conduct on the environment (Eurelectric, 1992). 
Companies also have adopted their own environmental policy statements, often 
publishing these in public reports. Volvo, for instance, claims to be one of the 
first industrial manufacturing corporations in the world to adopt an official 
environmental policy statement, which includes niinirnization of the firm’s 
environmental impact through “applying a total view regarding the adverse 
impact of our products on the environment...” (Volvo, 1989). 

Sfmi^ 

The second “S”, strategy, is the pattern of action an organization implements 
in expectation of meeting its goals by r^ponding to or influencing its many 
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environments. Strategies can be identified on at least two levels—corporate 
and business—and can include at least two of the Wood CSP processes: 
environmental assessment and issues management (Freeman, 1984). All of 
these processes can have and have had natural environment components in 
businesses and other organizations. Regarding issues management, for 
instance, a recent survey found that European firms were involved in worker 
health and safety, toxic air pollution, emergency management, and haz^dous 
and toxic chemical waste disposal issues and that nontoxic waste disposal 
would also become a significant issue in the mid-1990s (The Conference Board, 
1991). Another survey found that 42% of Europe’s top companies’ CEOs 
beUeve that environmental protection is one of the top three near-term issues 
that wiQ affect their respective firms (“TTie earth summit,” 1992). 

Natural environments and their interactions or possible interactions ^ typicaly 
asse^ in corporate strategy formulation by firms conducting environmental 
reviews before acquiring “green businesses” (an SEM corporate strategy of 
diversification). Environmental assessment is also recommend^ for firms 
developing business strategies in toxic waste reduction (an SEM business strategy 
of potential low cost leadership) to identify similar competitor efforts, and, for 
those anal yring the market potential for adding “green” features to their current 
product line (an SEM busing strategy of differentiation) (Hunt & Auster, 1990). 

The former business strategy, attempting to become a low-cost leader by 
investing in pollution (or depletion) prevention, is illustrated by the Swiss-based 

cement manufacturer Holderbank, which has saved nearly a half million dollars 
in two months by adopting several energy conservation technologies and 
practices (Schmidheiny, 1992). Highlighting the same strategy is Novo- 
Nordisk, Denmark’s largest pharmaceutical company, which reduced its 
nitrogen compound poUution control costs 90% by turning this into usable 
fertifer and by recycling the wastewater from the process to a local coal- 
burning power plant to help control its sulfur emissions (CaimorrMS, 1992b). 

Concerning the environmental strategy of developing “green” produces, 
numerous firms have begun developing new, more environnKmt^y-sensitive 
product lines. Waste Refineries International, Ltd. won a national United 
Kingdom award for developing peat-free compost from renewable farm wastes 
(RSA, 1991). The German small car producer, Volkswagen, has taken the lead 
in installing catalytic converters on many of its models, in direct contrast to 
other European carmakers, including Puegot, Fiat, Renault, and Ford. 
German firms are also leading in other environmental areas. They held about 
one-third of the $46 billion 1987 pollution equipment and services market, and 
three of their largest chemical firms—Hoechst, BASF, and Bayer—were the 
bigg^t European Community (EC) purchasers of envirorunental technology 
in 1986 (Beatley & Borchgrave, 1990). 
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Structure 

The McKinsey “S” structure, refers to how an organization differentiates 
and integrates its many activities to assist in the implementation of strategy. 
Structural features in the SEM model include the installation of environmental 
interests on organization boards and the ^tablishment of positions and 
departments whose main focus is environmental management. To monitor, 
influence, and respond to EC environmental decisions made in Brussels, firms 
in most European countries have used three types of structures relatively 
equally: a special board-level task force; an existing formal, scientifically- 
oriented environmental unit; and, countiy-based rather than Brussels-based 
lobbyists (The Conference Board, 1991). And, similar to American and 
Canadian firms, European companies most often are represented in 
environmentally-relatoi stakeholder relationships by an environmental affairs 
officer or their staffs, either at the board committee (Volkswagen) or executive 
vice president (Norsk Hydro) levels (The Conference Board, 1991). 

This environmental management ftmction is sometimes combined with 
management r^ponsibilities for ocxupational health and safety. For instance, 
Petrofina, the Brussels-ba^ multinational integrated petroleum corporation, 
has recently established a Department of Health, Safety, Environment, and 
Quality, headed by a vice president, to coordinate its environmental 
management program with others in those related areas. Each of these 
programs is diiected by a program manager. The department’s vice president 
and his environment manager had led the company’s efforts in spin response, 
recycling, toxic w^aste reduction and treatment, and the development of 
noKwable icsouito suppfemmts to |»troIeum (Petrofina, 1991). 

Sfeda^Mar 

Wfa& tlK cK^nal McKiffi^ 7S firan^woik idratifed suff as a pc^ible key to 
cg g a n i, g it k Mal siKcm, mcne reomt le^ardi and tteoiy has focu^ on the 
important roles of other entiti^ in organizational environmoots, inchiHing 
cxistonMS, siiCT[^ras, ^3fvmimojts, trmle a^txiations, and intend grouj^ 
(FiCCTaan, 1%^ Tirarfoie, ths SEM M<kM expands the a>iM:q>t of staff to 
stakdmMers and su^es^ that oigamzadonal environm^tal efiectivmess may be 
significantly affeded by green consumers, inviKtors, regulatois, and environmental 
graii^ m m by eavircMiiiieEitalfy mc^ivated dnploye^. The BCSD, suppmts 
this environmental stakeholder manageir^nt concept, axoiiraging busin^^ to 
“expand our coiMept of thc^ who have a stake in our operations to indude not 
only employees ami diaidiolders, but also suppliers, customers, nei^lx)rs, citizens’ 
groups, and others. Appropiate communication with th^ stakeholders will help 
us to refine continual^ our vinons, strat^es, and actions” (BCSD, 1992, p. 8). 

Nineteen companies in Euro|^, for instance, have formed an organization 
with governments and imiversiti^—^the Centre for Exploitation of Science and 
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Technology or Cest—whose technical advisory group is encouraging these 
companies, to develop better metal and plastic recycling technologies (Hunt, 
1992). Another example of stakeholders working together to solve 
environmental problems is the coordinating effort by the Confederation of 
British Industry in bringing together a number of groups, including 
environmentalists, academics and business people, around the concept of life- 
qrcle (cradle-to-the-grave) analysis and techniques. In addition. Shell, Unilever, 
BASF, P&G, and Enichem are holding joint discussions on this topic as part 
of their promotion of lifecycle and development organization (Knight, 1992). 

One of the best examples of environmentally stakeholder management can 
be seen in the German industry and government consortium called BAUM 
(Bundesdeutscher Arbeitskreis fur Umweltbewusstes Management e.V.). This 
nonprofit, multisector effort includes more than 300 organization members and 
was devdoped to spur business enviromnentalism in the country’s private ^or. 
BAUM’S projects have included environmental protection program 
recommendations, environmental research, and environmental audit 
coordination, (Ohlsen & Markgraf, 1991). Other examples of apparently effective 
European environmental stakeholder management include Toni Yogurts in 
Switzerland, which not only identified and planned for a number of its internal 
and exter nal stakeholders, but also interacted with them successfully to establish 
and then improve its effective packa^g recycling program (Dyllick, 1989), and, 
British Petroleum, which identified the stakeholder imperative in building its 
Poole Harbour (UK) oil platform After much research and planning of various 
options, the company reportedly initiated and engaged its stakeholders in an 
extensive public debate (Caincross, 1990). 

Skills 

Managers typically are said to need at least three types of skills for success 
technical, conceptual, and human relations. Regarding this McKinsey S and 
SEM, these skills would include a fundamental imderstanding of the firm s 
products and processes and their relationships to the natural environment, 
adeptness at identifying how organizational persoimel and stakeholders fit into 
an effective organizational/natural environment system, and adroitness at 
ensuring that people in and around the organization make the decisions and 
take actions that include environmental sensitivity. As examples of the type 
of skill-building programs which can be classified in this category, in the United 
Kingdom, ICI and Johnson Matthey have developed training programs for 
their personnel on environmental hazards related to investing in Eastern 
Europe and are working more closely with environmental groups both in the 
United Kingdom and Eastern Europe to bring the latter region’s environment^ 
standards up to those emerging in the EC (Dempsey, 1992). The Hellenic 
Marine Envirorunent Protection Association was established by a group of 
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Greek shipowners to raise the environmental awareness of their crews. In 
addition to designing and m aking available environmental software packages 
for use in shipboard computers, this organization has conducted voluntary 
training sessions for Greek seamen on a number environmental topics, 
induding the impacts of oh pollution and compliance with international 
conventions on pollution at sea, and has run a public awareness campaign to 
promote Moiiterranean Sea ecology (Hope, 1991). 

Sfyk 

The McKinsey “S” of styk often relate to organizational leadership, 
commitment, and culture, and, in many ways is a key to genuine buanm 
environmentalisn. Organizations which app^ to have either developed or 
ao^uiied deeply ingrained environmental ailtures typically are perceived as leaders 
in environmental performance. Activiti^ which include environmental group 
philanthropy, environmental employe bulletin boards, mass-transit subddy 
programs, and company-sponsored environmental events are example of this 
a>mponait (Starik & Carroll, 1991). The Body Shop and Ernst Winter & Sohn 
appear to be two oi^nizadons which promote environmental styles throu^out 
their organizations by, among other things, top management cheerleading, 
external ecoactivism, and racouragement of employee environmental projects. 

One method of developing an environmental style that has been us^ by 
some organizations to encourage companywide environmental awareness is 
lewarding employe for working on ^©logical issues. A 1991 survey of 
European executives found that nearly half of their firms had such 
environmental reward programs in place and that these firms correlated with 
those who pubEcly accepted r^ponsibiEty for the environmental problems they 
and their industries have create (Kaminski, Kadushin, & Tichy, 1991). ICI 
was reports! to be one of the first compani^ in the United Kingdom to tie 
its managers’ compensation to environmental performance (Summers, 1990). 
External awards programs also illustrate an organization’s environmental style. 
For example, Volvo has annuaEy awarded a prize to the “person or persons 
the international Prize Committee deem to have made an outstanding 
contribution or discovery concerning environmental health, environmental 
control, food, agriculture, nature and wildlife, poEution, hazardous waste, and 
other appropriate areas” (Volvo, 1992, p. 4). 

Sy^sms 

As argued earEer, systems can be considered as sequcntiaUy interacting 
inputs, throughputs, outputs, and feedback mechanisms operating in one or 
more environments. Organizations have numerous systems and subsystems, 
several of which can be identifi^ by major organizational functions, such as 
research/development/operations, information, and marketing. 
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Many illustrations could be provided of the “greening” of European R&D/ 
operations systems since these more technological activities are often the first 
and most visible ways organizations attempt to reduce their negative 
environmental impacts. For example, Lufthansa, the German-based airline, 
has developed, used, and marketed a new airplane paint stripping process, 
which employs high-pressure water sprays rather than strippers containing 
dichloromethane and phenol, two suspected carcinogens. In addition to 
recycling most of the water used in this process, Lufthansa has also sutetituted 
high-pressure air propellants for the CFCs it was using in its mechanical and 
electrical shops (Mecham, 1991). Loewe, a Germm television manufacturer, 
intentionally designed its products for easy dismantling, dividing each television 
into four primary parts for replacement and potential recycling (Hunt, 1992). 
A number of manufacturers of refrigerators and freezers in Central Europe 
have developed and manufacture energy-conserving, CFC-free models 
(Renich, 1991). 

Regarding information systems, Norsk Hydro UK has published one of the 
first public accountings of the environmental impMts of its fertilizer, poljrmer, 
and aluminum production operations. Not only did it publish its own 
assessment, it also contracted Lloyd’s Register to perform an independent 
ffs spagsmfinf of six of its British plants and published their findings as well (Norsk 
Hydro, 1990). Such voluntary ecoauditing programs have become so popular 
in Europe that the EC is due to adopt a program of its ovm for use by businesses 
throughout Europe by 1994 (Tupper, 1991). Ecolabeling, or the provision of 
environmental information about products on their respective labels, is another 
important information and marketing system approach to business 
environmentalism. Several European nations, including Germany and 
Norway, utilize such a scheme, and consumer goods producers have voluntarily 
participated in “greening” their respective products, that is, in reducing then 
pollution or depletion impacts, and then advertising them as such. Germany s 
Blue Angel ecolabeling system has become the basis for a proposed EC-wide 
environmental labeling system. 

Concerning marketing systems, packaging subsystems especially are commg 
under scrutiny as major contributors to global waste management problems. 
As lanHfillR fill up and replacements become more costly to build and operate, 
some organizations are proposing revolutionary environmental changes to 
these systems. In Germany, for instance, a new ordinance backed by about 
400 retail and packaging companies established what is called a Ehiales 
in which nearly half of all packaging will be recollected, sorted, ai^ transferred 
to recycling and disposal firms (Ohlsen & Markgraf, 1991). A similar but more 
aggressive program in the Netherlands is aimed at reducmg the volume 
packaging by 10% by the year 2000 and to recycle 60% of afi packages produced 
and used (Sluiman, 1991). 
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Int^ation of the 7Ss 

Just as the 7Ss in the McKinsey model could be potentially integrated to 
enhance organizational efFectiveness^ so, too, can the 7 SEM components be 
integrated for environmental effectiveness (Starik & CarroU, 1991). Such 
integration is difficult to demonstrate, but we argue one condition for 
integration might be comprehensiveness and consistency, that is, that a firm 
demonstrate most or all of these SEM characteristics and that there are no 
obvious conflicts among these components (Cassell, 1991). 

One organization continues to standout regarding the integration of all 7Ss 
of oivironmental management—^the U.K.-based Body Shop. One description 
of the SEM orientation of this environmental award-winning personal care 
products firm would include: a broad-reaching, far-ranging ecophilosophy; 
numerous differentiate products base on nonsynthetic mgredients; an active, 
highly visible environmental affairs department; numerous alhances with 
environmental stakeholder groups; hiring and training practice which promote 
environmental awareness; an R&D system which excludes animal testing and 
focuses on Thin! World renewable resource development; and, the internal and 
external promotion of environmental activism (The Body Shop, 1991). 

Another European example of integrated environmental management is 
exhibited by Ernst Winter & Sohn, a Hamburg-based equipment 
manufacturing organization. This companj^ reportedly has incorporated 
environmental activity into nearly every asport of its business, including a wide- 
scoped environmental poEcy, the establishment of a board-level environmental 
committee, the development of an employee environmental suggestion/reward 
scheme, installation of state-of-the-art pollution prevention and control 
equipment, the use of environmental criteria in plant siting and fadhty 
construction, and the encouragement of assistance with employee home 
OTvironnMitai aiMite (Pders, 1^1). 

One development that may advance the integration of these seven elements 
of strate^c environmental management, at least in the United Kingdom, is 
the newly adopted British Standard for Environmental Management 
Systems. This standard describes the components of an environmental 
management system similar to the SEM approach above and integrates such 
elements as environmental policies, structures, programs, and audits. While 
this standard is currently voluntary, it was developed to be complementary 
to the European Commission’s approach to environmental auditing as it 
emerges m the next few years (Draft British standard environmental 
management system, 1991). 

CSP-busin^ environmentaEsm processes, then, can include the three 
corporate sodal responsiven^ approach^ of environmental assessment, 
stakeholder management, and issu^ management. However, the present CSP 
model g(^ beyond just th^ approaches to include attention to six other areas 
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which are intuitively and anecdotally related to organizational performance: 
superordinate goals, strategy, structure, style, skills, and systems. 

Dim±k)n and D^ree of (^P-Business Envmmmentalism 

A further enhancement of the CSP model suggested here is the incorporation 
of the direction of where and the degree of how these Processes are proceeding. 
As indicatoi earlier in this article, a number of authors (e.g., Himt & Auster, 
1990; Logsden, 1985; Mathews, 1991; Post & Altman, 1991) have suggested 
descriptors in their models similar to the corporate social responsiveness 
categories used by Carroll (1979), and these can be employed in a combined 
CSP-business environmentalism model as rough indicators of an 
organization's SEM. For example, one study indicated that executives in 
European firms believed themselves to be “proactive” with many of their 
stakeholders, with the exception of regulatory agencies and environmental 
activists (The Conference Board, 1991). However, another study of large, 
European chemical firms found that a dynamic classification of the CSP- 
business environmentalism orientations of these firms was ne<^sary, as these 
companies moved among the characteiizations of “defensive,” “offensive,” and 
“innovative” over time and among several issues (Schot, 1992, p. 42). 

CSP Outcomes and Business Enviroiunaitalism 

The third and final CSP category—outcomes—^focuses on the social impacts 
of corporate behavior, including natural environment, social, and economic 
l^nefits and costs, and, on corporate social programs and policies, including 
both short- and long-term projects and both the intended and unintended 
consequence of these. Here, the connection between CSP and business 
environmentalism implies that, if outcomes beneficial to the natural 
environment are important in a CSP model, then the predecessors of 
outcomes—^principles and processes—are likely also to be important. As 
indicated earlier, the current CSP paradigm do^ not yet explicitly include an 
ecological sustainability Principle, nor does it explicitly include the natural 
environment as a stakeholder in the paradigm’s Proc^^. Therefore, natural 
environment impacts that are not necessarily “social,” that is, “human,” and 
that do not include both these consequences to all life and their associated 
nonliving ecosystems, are not explicitly included in the CSP models* outcome. 

We argue that a CSP-business environmentalism framework outcome 
construct needs to include explicitly these omitted (or implied) ecological 
elements and that these outcomes will follow or flow from the inclusion of 
principles and processes which identify natural environmental sensitivities. 
Therefore, a combined CSP-business environmentalism model would include 
important ecological concepts in the assessment of these impacts, including 
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thresholds, carrying capacity/load, entropy, interaction, habitats, feedback, 
and cycles (Throop, Starik, & Rands, 1993). In addition, multistakeholder 
evaluations of ecosystem pollution and depletion and changes in these 
environmental impacts would need to be included in these outcomes. 

Pollutiori Reduction 

Many environmental management observers agree that the reduction of 
pollution, especiafly toxic, radioactive, and hazardous wastes, are the first 
socially responsible actions leading to an environmentally beneficial outcome 
most organizations should consider. The sodal benefits of this CSP-business 
environmentalism outcome are numerous and well-documented, including 
reductions in human diseases and accidents, reductions in solid waste problems, 
and protection of other life specie and their habitats (Hirschhom & Oldenburg, 
1991). A number of organizations, including those in Europe, have reduced 
thdr per unit generation and emission of waste, and have been cataloged by 
Stephen Schmidheiny (1992). Henkel, the German detergent manufacturer, 
takes tnraiit for helping to reduce the phosphates in German waters from 
275,CKX) metric tons in 1978 to ^ro in 1991. Laing Homes, the U.K. residential 
construction firm claims to have saved I2%-20% of the energy used by its 
customers through the use of superweatherization techniques. In two years, 
Volkswagen reported it had reproc^^ed 2,000 of its cars, rojycling 70% of the 
materials in th^ vehicles. Ciba-Geigy, the Swiss chemical firm, says it reduced 
its use of raw materials by one-third, its water by 1(X)%, and its byproduct 
waste by 95% in the production of a chemical called amide. 

Unfortunately, pollution problems are still inai^sing in most of the world, 
including throu^out Eurof^, where n^riy eveiy country is experiencing both 
^ere air and water polution (World R^ources Institute, 1992). The European 
Community is still generating more than two billion metric tons of solid waste 
each mc^y agricultural, utility, household ^wer, and industrial waste 
(Hirschhom & Oldenburg, 1991). Inerting population and consumption are the 
susi^tol cau^ of this <x)ntinuing environmental deterioration (Brown, 1992). 

Depletion Reduction 

A so^ond, but stiU vitally nece^ary, CSP-business environmentalism 
outcome is the discontinuation of the overuse of the world’s natural resources— 
both renewable and nonrenewable. For example, at least eight countri^ in 
Europe are experiencing severe defoliation and destraction of their few 
remaining for^te (World R^ources Institute, 1992). Once again, while some 
actions have been taken, both around the world and in Europe in particular, 
leading to small-scale succe^es, and while the outcome of some resource 
depletion reduction has l^n realized in some localities, the problem continues 
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to incrcssc globally, inostly due to continuous increase in global human 
population and consumption. For example, much of the European old growth 
forest in each of these areas has been removed for nonsustainable development 
purposes, though recently many acres have been replanted. While small wildlife 
are still abundant continentwide, large mammal wildlife are now often found 
only in the few remaining forests and in pr^erv^. Europe’s relatively high level 
of paper recycling was apparently too little too late compared to its need for 
paper and other forest products. 

At the time of this writing, one of the most significant environmental impacts 
businesses and societies appear to be causing was the depletion of atmospheric 
ozone, due to the production and consumption of chlorofluorocarbons (CFCs) 
and related chemicals. Satellite data had revealed that ozone depletion had 
b^n far greater than expected and had subjected humans, other animals, and 
plants, in the mid-northern latitudes (including Europe) to much greater mk 
than was previously believed. In line with the CSP—^business environmentalism 
model concepts advanced in this paper, chemical compames which continued 
to manufacture these chemicals, led by DuPont and I Cl in Europe, and many 
European governments, including Germany, the Netherlands, I>enmark, and 
tht United Kingdom, had decided to advance the date of a production ban 
by several years in advance of the Montreal Protocol deadline. However, 
because adequate, non-ozone-destroying substitutes were available, a CSP- 
busine^ environmentalism outcome that might be more defensible accor<tog 
to the principles and processes suggested in this paper would be imm^ate 
c^sation of production, universal recycling, and eventual safe destruction of 
th^ ctemicals (“A to the,” 1991). 


Inflnoic^' on Population and Consumption Increases 


The time for human business^ and human societies to l^gin to grapple with 
the fundamental causes of global environmental problems appears now to be 
at hand. In June, 1992, the Rio United Nations Conference on Environment 
artrl Development began taking some first steps toward addressing the twin 
threats to ecological sustainability—excessive human population and 
consumption—both of which are increasing, nearly worldwide. But informed 
observers believe that many organizations may continue on a gener^ business- 
as-usual course of not addressing these core obstacles to sustainability (Postel, 
1992). The CSP-business environmentalism model suggested here would argue 
for an outcome of businesses and societies developing immediate, voluntary 
or regulatory approaches to controlling over-population and 

overconsumption. ... 

Working especially from the principal of ecological sustainabihty, 
busin^ses and societies can use the SEM processes to develop superordinate 
goals, strategies, structures, skills, systems, styles, and stakeholder 
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management orientations to reduce these intense and immediate 
environmental pressures. Such CSP-business environmentalism measures 
might include sponsorship of population studies and programs aimed at zero 
population growth, while the outcome of reduced consumption might be 
realized by the use of nonconsumption advertising and the promotion of 
conservation-theme (reduction, rehabilitation, and recycling) messages and 
practices. 


THE HUMAN ORGANIZATION 
ENVIRONMENTAL PERFORMANCE (HOEP) MODEL 

Figure 1 graphically illustrates a combined CSP-business environmentalism 
model, which we intentionally labeled The Human Organization Environmen¬ 
tal Performance, or HOEP, model. We used the same tripartite approach 
de^ml^wi at the loginning of this papa* which was characteristics of both CSP 
and busing environmentalism models. The model builds on the work 
conducted by authors in these two subfields and enhances each by explicitly 
including several important elements, such as feedback, ecological 
sustainability, SEM, and depletion, that were not emphasized in previous 
models. Our intention is to perform an integration function and to ensure that 
the natural enwonment reives the attention we believe it d^erves in our 
human conceptualizations of our human organizations. Hopefully, we have 
spurred at least the following potential model-building questions, which might 
legin to ^t out a r^earch agenda: How prevalent or significant are the 
priniipl^, prcxesses, and outcomes of this model? Are there other principle, 
prcKess®, and outcomes which are more or are also appropriate to CSP 
compared to those suggested here? And, exactly how would the suggestions 
made in the HOEP model be integrated with th^ other potential additions? 
Regarding model teting, how^ can th^e principles, proc^ses, and outcomes 
be satisfiurtorily measure? What is the nature of the relationships among them? 
And, which relationships among them might be most significant or relevant 
to poKc^ .and pubfic poficy? 

Busings practitioners and others can use this model to assess and improve 
ricir own businm ravironinaatalism performance in several ways. Among the 
many ^^ibShtte, the mcMiel cx>uM !e OTiployed in ass^sing their own 
oiganhatiom, uar^ tie HOEP priiMipi^ prcxess^, and outcome as 
enviroimioital-^iKitivity cmtaria, filing gaj^ or v^ak areas, integrating these 
with one anofier, and monitoring aiui .adjusting them as nec^sary. Similarly, 
organizational human stakeholders (sceieti^) could use the model to pressure 
their organizations to adopt more genuinely, environmentally sensitive 
^proaci^ sooner, more often, and on a wido- scale. 
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SUMMARY 

The extent of our environmental crises appears to demand our recognition 
of the fragility of our coexistence with the Earth, our home, and our life-support 
system. This article has attempted to incorporate the profound urgency 
necessary for all human organizations to begin to assess their decisions and 
actions on the basis not only of important and accepted corporate social 
performance criteria, but also on more ecologically based principles, processes, 
and outcome. With the inclusion and elevated prioritization of CSP-business 
environmentalism criteria, such as ecological sustainability inputs, 
environmental stakeholder management throu^puts, and human-caused 
pollution and depletion reduction outputs, organizations in their full and 
natural environments can be evaluated comprehensively, consistent with 
nature’s own life-giving principles, proc^ses, and outcomes. An increasing 
number of international experts have indicated that the next two decades are 
critical for human life and well-being on this planet, requiring revolutionary 
thinking and action (Brown, 1992). We conclude by returning to the EC’s Fifth 
Programme of Policy and Action in relation to the Environment and 
Sustainable Development to relay the sense of urgency this organization 
attempted to convey. To genuinely and significantly grapple with the “relentless 
deterioration’’ of the European natural environment, they warned that: “The 
road to sustainability may be long and difficult... but the first steps must be 
taken NOW!” (Commi^ionofthe European Community, 1992, p. 10 emphasis 
in originai). Our hope is that models similar to those reviewed, extended, and 
integrated in this article are among our profession’s first steps along this road. 
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NATURAL SELECTION AND 
SOCIO-CULTURAL EVOLUTION 

Daily ads in the Wall Street Jourrml offer enticing inv^tment and business 
opportuniti^ in Poland, Hungary, and even Russia. Asian conglomerates 
compete with American and European firing and vie for world leadersMp in 
manufacturing power. Business organizations have established tranmational 
networks and operate in collaborative efforts that national governments have 
not been capable of imitating. In their insightful and landmark analysis, Berle 
and Means (1932, p. 313) presaged current events; 

In still larger view, the modem corporation may be regarded as oi^ form of soda! 
organization but potentially (if not yet actually) as the do mina n t inmtudon in mo«^ 
world.... The future may ^ the economic organism, now typified by the corpor^on, 
not only on an equal plaii with the state, but p<^bly even supraset^ it as the dominant 
form of social organization. The law of corporations, according, mi^t w^ be ojnsidered 
as a potential constitutional law for the new economic state, while busmen practice is 
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It is not the power of the individual business leader, but rather, the tenacity 
of the organizational form of economic activity that has become the focus of 
attention of economists, legal scholars, social scientists, and historians of 
American busings. The task of coming to grips with the actual nature of the 
corporation, what it is, why and how it functions, is complex and at times 
iinctear. 

This paper examines what the major business corporations in the United 
State are and how they have emerged and developed as such a dominant form 
of social organization. To do this, we first explain the interpretative framework 
for the analysis: an evolutionary epistemology. A history of corporate forms 
of organization in the West is then presented, in an attempt to extrapolate 
the criteria that have enabled the birth and growth of corporations in America, 

The anal 3 rtical framework used here is evolutionary epistemolo^. It is a 
framework that views the corporation as a social institution, a form of 
assodative human activity within a social context, with its owm history and 
development. By “evolutionary,’’ we mean that the Darwinian model of 
biological evolution is uso! as an analogy for explaining and interpreting the 
evolution of human cultural patterns and organizations. 

A Darwinian approach is not new to anthropology, but admittedly, has been 
down played within the discipline. Neverthetes, significant attempts to use the 
lo^cs of the epistemology as applied to human culture have been made (Boyd 
& Richerson, 1985; Bowler, 1983; CampbeU, 1969, 1971; Monod, 1971). We 
rely heavily, but not exclusively, on Ernst Mayr (1982, 1991) for an 
understanding of the Darwiman theory of evolution and the modem synth^is 
of evolutionary thought. 

Darwin, according to Mayr (1991), was impressed with diversity and 
attempted to explain it against an intellectual ambiance that was convinced 
of ^sentialist categoric. Darwin was so taken with diversity that he attempted 
to explain it as biological variation that seemed to be inherited. That ambition 
caus^ him to look for the structures and mechanisms, or proc^ses, that 
explained the increased frequency of variation within populations. Not only 
the occurrence of variation, but also, the retention of variants seemed extremely 
significant for the survival of organisms and specie. 

We accept that the level of analysis is quite distinct when comparing 
biological organisms and human cultural patterns, but contend, nonetheless, 
that the same logic of analysis can apply. The logic is simple. There must be 
a means of acxx>unting for variation within a population and a way of 
explaining how the variation is pa^ed on. That is, there are forces or processes 
that account for the selection of variance and for its retention. For example, 
Boyd and Richerson (1985) applied evolutionary anal 3 rsis to human cultural 
patterns. They examined the forces that afiect the behavior of individuals 
within human grou|^. 
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From biology, we know that all organisms appear to have inechanisms that 
allow for phenotypic variation in adaptive response to the environment (Boyd 
& Richerson 1985, p. 4). The two loci of activity in a Darwinian model are 
the organism itself and its environment. The central underiying question is: 
what are the processes that account for variation? Put another way for human 
cultural variation: what are the events, processes, information, and 
environmental contingencies that explain the increase of some cultm^y 
tr ansmit ted variants and the decrease of frequency of others? The Darwiman 
sqiproach calls attention to the processes that affect variation, retention, and 
survivaL 

One of the most concise models for understanding the evoluUon of human 
societies—whole societies as well as their parts—was ou^ed by Donald 
Campbell (1969). Campbell described three basic requirements for the 
evolution of cultural forms:the occurrence of variation, selection criteria or 
systems, and a retention mechanism (Campbell 1969, p. 73). If these conditiom 
are met then an evolution in the direction of better fit becomes inevitable. Tto 
model is consistent with contemporary Darwiman evolutionary thinking 

(Mayr, 1991). - u 

The environment is a most crucial variable. Environment comprises all the 
resources and information available in the physical or biological realm that 
arc exogenous to the population of interest. The behaviors of the population 
axe not part of the environment (Boyd & Richerson 1985, pp. 19-20). Caus^ty 
in the natural selection model centers in the environment and its constraints, 
but not absolutely so. The sociocultural unit that achieves fi^ achieves survival 
and persistence. It is an important contrast to an adaptation paradi^ that 
puts causality in the internal adaptive mechanisms of the organism or 
organization. But causality is more aptly understood in the interplay between 
the environment and response (Mayr, 1991). 

The combination of resources and their availability defines the range of 
“niches” that support organizational forms (Aldrich, 1979, pp. 27-29). 
Organizational forms are “specific configurations of goals, boundaries, ^ 
activities” that environmental criteria select. “Environmental mches are distinct 
combinations of resources and other constraints that are sufficient to support 
an organizational form. Organizational forms, then, are oiganized actiwty 

systems oriented toward exploiting the resources within a niche” (Aldrich, 19 , 

p 28 ) 

Campbell defined a niche simply as “a viable mode of living” (1969, p. 79). 
While admit tin g, generally, the progression in evolution is toward mcrea^g 
complexity, at times the resources available within the niche have pomt^ that 
change in the direction of simplicity and smaller size. Bigger is not always tier. 
Fit simply implies exploiting available resource. t • 'n. 

Therefore, three requirements are necessary for sociocultural evolution. 1 he 
fkst is variation. CampbeU described several ways that variation cxxurs: there 
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can be variation between social groups; there are variations between internal 
dimensions of groups; and there are variations across occasions and within 
a soda! unit, that is, over time in the performance of organizational activities. 

Selection of the units and forms occurs through any of various selective 
systems. Campbel discussed six possibilities. The first is the selective survival 
of <x)mplete sodai organizations. That is, the survival of parts of the sodal 
system can be attributed to the survival of the whole. Although that may be 
the appropriate model for sodocultural evolution, it cannot exhaust all 
possibihti^. Human social systems differ as preservation systems and have a 
great variety of organizations that can be compatible with “effective collective 
action,” so that human cultural organizations can be modified and varied 
sy^ematically (Campbell, 1969, p. 74). 

The sa:ond sel^tive system is selective diffusion or borrowing between 
groups. Differential sel^tion is the borrowing of successful forms from groups 
who are jK^rceived as prospering. 

The third system is the sel^ve propagation of temporal variations, that 
is, human groups i^m throu^ trial and error. Experiences that are pleasurable 
and/or sucxcssful for group survival are selected as a result of a learning 
process. This same kind of reasoning explains the fourth type of selective 
system —selective imitation of interindividual variations. Many of the most 
succ^sful re^ons^ are innovations of individuals or subgroups, so that 
variation within the group provides the mechanism for several selective systems. 

Tte fifth system is the selective promotion to leadership and ^ucationai rote. 
Succ^sful patterns of behavior and organization Income institutionalized mod^ 
of group activi^, that is, they are taught A mecdianism for retaining them is 
the selective elevation of individuals within the groups to rol^ of influence. 

The final sel^^on system is rational selection. This systems attributes change 
to cognitive and rational prcKc^mg of information. Campbell cautioned, 
however, that just b^^ause human groups attribute change to rational processes 
do^ not mean that change, in fact, transpires according to those process^ 
(Campbell, 1969, pp. 74-75). Boyd and Richerson maintained that for human 
groups the transmittal of behavioral patterns through rational calculation is 
extremely important. Trial and error learning can be very costly, even deadly. 
Calculated risk, bas^ on knowMge of experience, enhance the success rate 
(Boyd & Ridia^n, I9i5, pp. 83-M)... ... 

Having distinguishai six t 5 ?pes of selective systems, Campbell then explained 
^VKral »Ia:lion criteria. First amoi^ them is the i^xssity of a high rate of 
variation and a corresponding high rate of mortality. The greater the 
heterogeneity of forms, the greater the chances of survival of the group. Second, 
Campbell distinguished internal and external criteria Here, he noted the 
proclivity of random proc^s^ to form into orderly and stable patterns. There 
are internal stability requirements in evolution, even though external pressiues 
often negatively aS^t an organism’s or social unit’s reproductive success. 
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The third requirement is that of retention mechanism. There is an 
institutionalization of succ^sful organization forms that, over time, takes on 
the aspect of tradition. Culture, heritage, and the passing on of tradition are 
msQOX retention mechanisms. 

This model serves as a heuristic device for understanding the emergence of 
the great business combinations in the United States and their becoming one 
of the dominant modes of social organization. The business corporation 
appeared at a particular time and has its own history. Key social and cultural 
forces, as well as the availability of resources and technology, have accounted 
for the rise in prominence of corporations. A review of that history will extricate 
those forces, establish an evolutionary framework, and demonstrate that the 
corporation is indeed a social institution, a form of social organization rich 
with sociocultural contexts, shaped by the constraints and limitations of a 
variety of historical and sociocultural circumstances. 

ANTECEDENTS OF THE MODERN CORPORATION 

Parameters of a Definition of the Corporation 

J.P. Davis* preeminent work on the origin and development of business 
corporations emphasized the importance of the corporate form of social 
organization and the relationship between form and function. Prior to 
Publishing economic criteria and discussion trade, Davis’ concern was to 
uncover the kinds of corporate forms that emerged. That is, a corporation is 
asocial entity that exercises a particular function (Davis, 1905a, pp. 5-6). As 
a form of social organization, the corporation can not be divorced from the 
broader sodal context in which it operates. It is part of a greater whole and 
must be studied in relation to the broader, formal, and functional social 
environment. 

Davis described the appearance of the corporate form and its function from 
the Middle Ages to the modem period. The Middle Ages were characterized 
by the rearing of imposing institutions and he outlined and described them 
in detail: ecclesiastical organizations, municipalities, guilds, educational and 
eleemosynary institutions (Davis, 1905a, p. 90), These are described in terms 
of their iofluence on local life and the internal organizations of social groups. 
Later, the corporate form took on the characteristics of national expression, 
that is, as representative of broader interests of the emerging power of the 
nation states. The principal forms of organization in this stage were primarily 
economically oriented including, for example regulated companies, regulated- 
exclusive companies, joint stock companies, and colonial companies. 

To this variety in corporate form, Davis ascribed several key characteristics, 
which leads to a definition of the corporation. The framework of his description 
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is that a corporation is a group of natural persons whose identity and function 
will be delimited according to the relation between its attributes and the relation 
betw^n the corporate body and society at large (Davis, 1905a, p. 13). 

The primary characteristics of the corporation are the foEowing. First, it 
is goal-orient^ and an associative activity. Individuals come together to join 
resources toward a common end. Tl^ activity undertaken thus may have 
continuous existence, at least until the achievement of the goals. Second, the 
corporation is created by the state and is subordinate to state authority. At 
the minimum, it is permitted to exist and function; at the maximum, it is 
consider^ an instrument of state function. Third, it is of voluntary inception: 
individual initiative and not state coercion is reUed on and individual 
responsibility is the expected regulatory force. Fourth, the corporation enjoys 
autonomy, self-sufSciency, and self-renovation. The corporate group, then, 
acts as a unit and is acted on as a unit in all its relations to the other organs 
of society. And, finaEy, since it is a voluntary association of individuals that 
assume group or corporate identity, the motive of individuals to associate is 
their own private interest. That is, the individuals who compose a corporation 
have a private or particular interest in the subject matter of the activity, whether 
it be reE^ous, economic, or political (Davis, 1905a, p. .13-18). 

The final point is signific^t. The corporation functions publicly and, as 
created by die state, is seen to advance public weEare through the pursuit of 
its private interest. It is not only sanctioned by the polity, but serves a public 
fuailion in the pursuit of partkuiar mtei^t 

This distinction betw^n private motive and pubEc interest was not a basis 
for soda! or ideolo^cal conflict even in the post feudal, joint-stock companies. 
Indml, the functioning of the Church or of any charitable institution, the 
estabEshing of schools and hospitals, the functions of merchant gmlds, and 
the commerdal endeavors of the chartered companies were aU seen as beneficial 
to sodety and as advandng the wetfare of dtizens. The distinction between 
private and pubEc corporations and private and pubEc interest is a false 
distinction. “The private corporation* is a contradiction in terms” and the idea 
of the private corporation is simply a product of social and poEtical conditions 
paadiar to the ninetmith mituiy '(Davis, 1905a, p. 31). 

Davis defined the corporation 

A IxMfy rf iwsoiB aptm whomi the ^atc has confered swh valimtarily ^x^pted but 
coB^ulsoiily msmtaiml leklicMS to cns anotln' and to aE others that as an autonomous 
mm! bodj tt^ may diamine and enforce their common wil, 

mm! in iMmdt of may more efficiently soc^ functions both 

a>wiiia?e to i»Wc and mcM ^^>ropiiatdiy exmased by aissodated 

ponmw {fW5, p. 34) 
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It is worth restating that this definition applies to all corporate groups studied 
by Davis, from charitable organizations to joint stock companies. It is a 
definition gleaned from the review of social corporate forms in the history of 
the West. The underlying premise of the definition is that corporations are 
subsystems of larger polities and are permitted to pursue their objectives 
because private initiative is beneficial to the general welfare. Thus, human 
agents have joined together to care for the sick, to educate, to establish some 
order in local government, to build bridges, and to trade. The fact that the 
go^ ami functions of corporations differed, that some were ecclesial, others 
r-harltahip and Others economic, did not alter the basic form and its central 
attributes and its relation to society. 

Trading Arrangements in Histor 5 r. Mesopotamia to Venice 

Edwin S. Hunt (1987) attempted to explain the origins of the contemporary 
iniiirinarinTial corporation by analyzing the history of commercial activity 
beginning with the emergence of the state some 5,000 years ago. His attempt 
at explaining this history in evolutionary terms failed because he adopted a 
iimli'iiftar model of evolution that sought to explain the progression of the 
corporate form in successive stages. That is faulty evolutionary t h i nk i n g. Not 
surprisingly, he argued that no clear evolutionary link could be established 
between early forms of corporate economic activity and modem corporations 
(Hunt, 1987, pp. 330-332). 

Hunt’s exposition did suggest that certain economic relationships in the past 
•might foreshadow the corporation of modem times. For example, the ancient 
M^opotamian empires had developed substantial commercial enterprises, 
trading partnerships were prominent in Sumeria and other empires, and 
mpmhant organizations did exist and enjoyed some freedom in setting prices 
and f^ahlishing markets. Yet, the central feature of the Mesopotamian 
empire, as well as in other early empires, was the centripetal function of the 
state. In some cases, profits were more properly commissions from the state 
on whose behalf commerce was conducted. In this. Hunt agreed with Polanyi 
(1957), yet also maintain ed that the regulation by the palace did not annul 
private entrepreneurial activity and profit taking by individuals. On the whole. 
Hunt agreed with Limet (1977) that the state apparatus of the early empires 
controlled and regulated trade that was undertaken to benefit the rulers and 
enhance the welfare of the empires. Hrmt cited Limet: 

An apparent pattern to be drawn from documents from any area of the Near East in the 
second half of the second mille nnium is that most commercial traffic—especially in the 
sphere of foreign trade—was financed by the palace (and to a lesser degree by the temple— 
mainly in Egypt). The central administration employed its own merchants, who were 
institutionally set in the ranks of its subordinate personnel. On the other hand, the role 
of the private oitrepreneurs seems to be rather limited (Hunt, 1987, p. 323). 
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Trade in the Roman empire was more developed and the merchant class 
better organized. Agriculture was central to the Roman “economy” and other 
enterprises, such as shipping and manufacturing, were secondary in importance 
to the grain trade. The state, however, did permit the grain merchants to 
organize. According to Rickman (1980), merchants organized into collegia^ a 
lateral combination. Roman law gave the merchants tremendous latitude, even 
thou^ the state took an active role in controlling tribute grain and grain from 
the imperial states which was distributed to the army and to the common 
dole.' 

Yet, the aim of the association, or collegia, was to protect the individual 
merchants against arbitrary withdrawal of state privileges. It functioned as a 
kind of inters group which represented the merchants to the Roman Senate. 
The Roman coEegia can be seen as a forerunner of the medieval guilds and, 
perhaps, the 19th-oentury trading cartels (Hunt, 1987, p. 325). 

From the early empur^ of Rome to medieval Europe, Hunt argued that the 
conditions no^ssary for the emergenc^e of the multinational business 
corporation—^although trade was carriol out across national boundaries—did 
not emer^ until changes in legal systems occurred in the 19th century. 
Asscxiative ^onomic activity had emerged, but, even in the tightly regulated 
^onomi^ of Sumeiia and Rome, private profit seeking was not proscribed. 

Hunt did not offer a definition of a corporation. His interest was the 
multiimtional corporation, which he defined as a “cluster of corporations” of 
different nationaliti^ that are join^ together by common management (1987, 
p. 319). Hunt did, neverthele^, imply two attributes of business corporations 
which he tri^ to read in history: jBn^dom from state inteiferenc^e and the ability 
to ^k profit. For him, if either one was absent, then no true c:orporate identity 
exists. For example, there are two important antecedents to the modem 
corpomtion, namely, ccommerdal enterpri^ in medieval Venice, and the joint 
stock and chartered compani^ of the 17th and 18th centuri^. 

Venice was the s^ of a “cxjmmercial revolution” that brought with it new 
forms of OT^mzstLon. Thri^ Epical forms of commercial organization 
ccharacterized Venetian ccommerce: (1) the compagnia was an association of 
inv^tors as weE as merchants, bound together in unlimited liabEity in a kind 
of partnership; (2) the Sodetas Terra were contracts between investors and 
merchants for a limited time f^riod and with limited liabEity; and (3) the 
commenda was a contract similar to the Sodetas Terra that was undertaken 
for foi^p aiMl marituK trade (HuM, 1987, p. 325-326). 

commennal or ganizati ons. Chief among them was that the economy was not 
based on land or agriculture, but on trade, commerce, and industry. Further, 
the wetfare of the menchants was a paramount social concern: “prosperity of 
the individual merchant depended upon the welfare of the merchant class as 
a whole (Cox, 1959, p. 43). A merchant oligarchy evolve that wielded the 
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real political power, even to the extent of electing the Doge, in whose person 
rested politick authority (Hunt, 1987, p. 326). 

According to Hunt’s argument, individual merchants were restrained from 
individual entrepreneurship because of the concern for the welfare of the 
mfTT-hant class. The economic system was so imbedded in the political that 
concern for the welfare of the merchant class formally regulated comiMrcial 
activity. This paper contends that this position needs to be reconciled with the 
rise of the great trading houses in Venice, as well as in other parts of Europe. 
In Venice, differentiation in wealth was notable, as well as the ability of some 
merchants to establish impressive trading houses whose range of operations 
extendi beyond the limits of the Mediterranean coast (Braudel, 1972). 

In other parts of Europe, while Venetian commerce developed along the 
politicoeconomic track of merchant oligarchy, the guild system was taking hold 
and moving in to a position of prominence. But even the guild system did not 
encompass every aspect of economic life. Great trading famihes that trace the 
origins of their commerdal activity into the 12th century prospered throughout 
Europe and grew in prominence during the 15th century. Braudel (1972) 
explained the activities of the noble houses of Genoa, Florence, Venice, and 
Antwerp. They organized finance for kings, held trading fairs throu^out the 
continent, and established commerdal organizations with various tyi^ of 
employees and varying degrees of internal sodal stratification. Their activitira 
extended into Africa, Turkey, and the Far East. Many of the families wre 
ratablishai well before the Portuguese discovered a new route to the Oript. 

What seems to be the case is that even though the guilds came to achieve 
a position of prominence in medieval economic life, individual mtrepreneurs 
were able to rise above the guilds’ homo^nizing effects And, it was in the 
coastal trading dries of the Mediterranean and inland dty-states with access 
to those dries that the trading familira gained considerable influe^. Access 
to the sea—^transportation—^was key to the development of the trading housra. 
Genoa, Venice, MarseUles, (and, later, Antwerp) and Horence, with its direct 
overland route to Venice, came to be the domii^t centers of trade by the 
15th century. With the access of commerce, the dries prospered. As such, the 
connection between the welfare of the people, the fi^om to purme 
commercial activity, and the role of the state was ^tablished. The trading 
familie s certainly were corporations- ... ^ 

D^pite the presence and activities of these trading fan^^ in parts of 
Europe, the guilds played an important role throughout ^ Middle Ages. Hunt 
argued that the medieval guilds, and later chart»ed and joint stock companies, 
approximate the form and function of the multinationals. However, th^ were 
not truly corporations to him, because thdr freedom to pursue econon^ 
activities was severely limited by the state, whose de facto agent some of tite 
joint stock companies had become over time (Gardner 1971, Hun^ 987). 
Rather than look for links between sta^ and imply characteristics from 
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present concerns, it is more predse to acknowledge the presence of human 
associative activity sinc^ the emergence of the state. The issue then becomes 
how to explain it and how to explain the difference over time. That humans 
combine efforts toward common goals should surprise no one. Extricating the 
factors that influence the shape and form of that organization is enUghtening. 

Guilds and Regulated Companies 

What seems to be important for understanding the background and 
development of economic organization in America is the nature of the 
functioning of the guilds and the charter^ and joint stock companies. Davis 
examined several kinds of guilds that were characteristic of the Middle Ages. 
Suffice it to mention that trade guilds were composed of basically two types: 
merchant guilds and craftsmen guilds. 

How did the guilds function? For Davis, it is questionable whether the guilds 
can appropriately be call^ corporations. They were, rather, associations of 
merchants or craftsmen, which at tim^ and in particular places enjoy^ much 
political influence. Yet, they were mere assodadons of individuals whose 
inter^ts were prot^oi by the assodation (Davis, 1905a, pp. 241-244). The 
idea of combined dfort, or activity, toward the common goal was not yet fully 
developoi. According to the caiterion of common ownemhip, the guilds can 
not be consider^ a corporation. Hunt (1987) agreed that the guilds always 
remained horizontal a^cxaations of individuals without common ownership. 

Thr^ dimensions of the guilds have beoi describe here. For Hunt, the lack 
of fimiom from state interference and the lack of common ownership meant 
that the guilds wi^e not ancestral busing corporations. For Davis, they 
definitdy were an important corporate form in which the idea of combined 
and coordinated effort had not fully developed. That capability was achieved, 
but surprisiagiy, with a nudge from the state in the notion of formal charters. 

The Chartered Companies 

The regulated, or chartered, companies were organizations of merchants 
which were commissioned by the state to participate in trade and foreign 
commerce and even to initiate it. In England, the two most prominent 
compani^ were the Company of the Staple, or Merchants of the Staple, and 
the Company of Adventurers, or Merchants Adventurers (Davis, 1905b, Vol 
11,65). 

One underlying qu^on is why the merchants would organize. Davis posited 
two “motiv(K’’for merchants to organize: politi<^ to gain influence and power, 
and philanthropic, that is, the motive to civilize the non-European world. That 
really impli^ other realiti^. It m^ns that individual gain was to be achieved 
through these organizations, Ind^d, fining politick power and influence 
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translates into the ability to enhance one’s own interests. The fact that Aese 
new types of organizations were taking shape also meant that the political 
structure of the greater polity was enabling it, so that one selective criterion 
become the ability to seek and enhance private interest, even profit, through 
assodational activity. 

The primary difference between the Company of the Merchants of the Staple 
anri the Company of Merchant Adventurers was that the former functioned 
within national boundaries, in the consignment and marketing of st^le, raw 
materials. The latter engaged in foreign trade and relied on individual incentive 
to open new foreign markets. A second, significant difference was that the 
Company of the Staple was charged by the government with public purpose 
providing raw materials and foods necessary for the people. The Staple 
operated internally, and as a consequence, was subjected to govemrnent 
scrutiny. The Adventurers, on the other hand, enjoyed less state regulation, 
undertook their ventures at their own risk, and the beimfits to the state wme 
considered secondary and accrued primarily in the assessment of tariffs (Davis, 
1905b, pp. 65-84). Both were chartered by the state and evolved through various 
stages of organization as chartered by successive kings. 

Political functions accrued to the chartered compames, as merchants became 
r^resentatives of thdr government in fordgn territory. For example, the 
Muscovy Company was granted exclusive right to trade in Russia and became 
a political arm of the government of England. The East India Company, 
founded in 1600, was originally granted a 15-year trade monopoly in the Far 
from which it was hoped that huge revenues would rebound to the British 
Crown. Some regulated companies became regulated-exclusive companies and 
as such became political agents of the king. Agents of the company actually 
represented the Crown to foreign heads of state. 

The key to understanding the rise and growth of the regulated companira 
lies in the political organization of the state. Far from enjoying fieedom for 
government interference, it was the very nature of political organization, its 
capabilities and limitations, that explained, in part, the growth and 
development of th^e corporations. Davis argued (1905b, p. 85). 

The lack of closer political rdations with foreign nanons as wdl as of those between the 
goveniment of En^and and its subject made it necesaiy to leave for the exetdse of groai» 
of subjects prompted by the motive of self-interest many powers th« were later to ^ 
resumed by the state. Whim the state became able to extend its functions over tlm field 
of activity occupied by the companies, they became obsolrte.. .'Hic ^ that the merchaito 

rf &i^and tratfing in France were never OTgamzed in a corporatkm is adeqnatdy eaqilamed 
by the close relatioiis that existed betwem En^and aid FtJHice ance the Nonnan conquest. 

This is so much the case that one of the principal difference betwron 
regulated and regulated-exdusive companies was that commCTcial activity 
predominated in the former, and political activity predominated in the latter. 
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Both the regulated and reg:ulated-exclusive companies provided a state function 
whose nature and scope evolved over time. Individual investor-merchants 
formed corporations and were granted charters by the Icing s and later 
Parliament, to pursue commercial activity and open foreign markets. The 
companies had a right to gamer profits from their trade as returns on the 
original inv^tments. Charters, or grants, were conferred by the Crown and 
by foreign heads of state ^tablishing exclusive trading rights. Consequently, 
the power and mfiuence of the compames widened and trade was open^ to 
all n^rchants. But eventually the political powers of the state augmented and 
resulted in the assumption of the political roles of the compani^ by government 
officials. 

The regulated-exclusive compani^ became the joint-stock companies, such 
as the East India Company (Gardner, 1971). In time the number of inv^tom 
grew as did the extoit of cx)mmercial and political activity undertaken by the 
company on behalf of the English Crown. Indeed, both Hunt and Davis agimi 
that the most distinguishing feature of the East India Company was its 
contribution to the expansion of England. For Hunt, state regulation proves 
the lack of corporate identity—the company was an instrument of state policy. 
For Davis, it was the undevelo|^d British state which used the corporate 
apparatus for its own multiple purpose, among them political representation 
and governance. The English state provide the selective mechanism as the 
compames fiUed a n^d, or exploited a niche. This is of paramount historic^ 
significance. Davis concluded (1905b, pp. 151-152): 

^ IiMikn CcmqwijB erf tte part ^ommd by a 

in naional aqwmon becau^ ks dev^piMnt was so ewnly graduated. Gi«at politkal 
powm were l^towed on it originally for promoting the economic welfare of the Fngtich 
pcc^ arf erf tl^ rcTOn» of tte crown. It can hardly be said that any otin^ 

paiiK« WK ratetffliKd M tiMS erf the axteenth c«tuiy.... Tire building of a poi^ 

m IiMik tire was oi% Miiec% mwlwd at first Tire tmdoKgr to Ure 

laaiaswl rratr^KMi srf oewEporate ®^riily to tire wcuic of govornriieait ob^rwd in erfher 
KiMfe erf coipcMriem manfe^ irelf in the immy of tire East India Company in Ure 

gwiual ciM»»3iiiwit on tire to! erf tire fKrf&al gowninmt in India... for the last ttrenty 

years erf Ure mq^idAm\ cxisteree is commmM fmretiems had been taken from i and 
i had beat Ml w tire gofOTniMrf of India. 

The notion of state activity demands one further clarification. The East India 
Company I^gan as a regulated company, compost of few inv^ors and 
merchant adventurers whose scope of operations gradually broadened as well 
as its base of active participants, invi^tors, merchants, and managers. TTie 
activity of this corporation, then, is explosive of a hi^ degree of cxiordinated 
effort toward a common goal or goals. This differs greatly from the guilds of 
the Middle Ages which did not express the same functions nor purposes. 

The conditions for overseas trading activity demanded more inv^tment, 
larger organizations, and higher degrees of coordination. It entailed the 


The Evoluikm of the Business Corpordkm 


mi 


buiUdiiig of vessels, protection, coordination of trade routes, and so forth. An 
individual could not have undertaken such an effort alone. The larger the unit 
of activity, the greater the neol for association and coordination, whether the 
motive for increasing the scale of operations was imposoi by the state or by 
other circumstances. All of these factore contributed to the electing of 
corporate activity and its associated and coordinated efforts. 

It is fair to deduce that some form of managerial or coordinating capability 
is a sine qua non for the emergence of the great joint stock compani^. The 
profit motive is present, as weU as the drive to extend the poitical purpose 
of the state. As such, what begins to come to the surface in studying the history 
of the corporation in its economic function is that the motive for profit and 
self-interest is not enough to explain the em€xgen<^, persisten<^, and 
development of the corporation. The suo^sful coordination of such endeavors 
meets an internal selection criterion for stability. 

Davis’ classification also include the final ty]^ of joint-stock cx>mpany, the 
colonial company. Whereas the regulat^-exclusive compani^ woe granted 
chartors by the Fnglisb state, as weE as by foreign rulers, to cxcIimw ti^ie 
agreements, the newly discovered lands gave rise to another u^, or fimction, 
of the corporate form. The colonial companies were charteroi ami conferred 
with distinct political and commercial obEgations and duti^. 

The British government cEd not ^tablish colonic (Erectly, but rather 
permitted corporations to do so in the name of the state. The Plymouth 
Company, the Virginia Company, and the Massachusetts Bay Company are 
examples of the use of the corporate sy^em to sccikc tte de^opiMit of 
colonies through the stimulation of private intents by grants from the stare. 
The poEtic^al and civE life of the colonic, owe ^reblisted, crolwi bom 
form and functions of the colonial comi^ni^ Ma^wiuiretis as a 

evolved form the corporate structure granted to 

Company and was perpetuated (Davis, lW5b, pp* ITJ-l'W; Hawliii & 
HandEn, 1945). 

The purpose of the state in granting charters to the oolonM comiwi^ were 
several. They included the d^ire to w>lonire, the o tablisM i^ -rf ciMiiiKiie a^d 
the extension of the dominion of the c^own. Tte prc^^^om irf QnrtMiEy 
and the reEef of the diste^ (ias^ of Britein wre also coi^^>^ 
once ^tablished, the mloni^ devdoi^ a 'systen irf -Mate to, 

at first identical with but later separate from, the colonial company. 

A Rwrapituktion 

Several points of clarification need be m^e at tiiis jui^iire. Bk dofflimnt 
them^ running throu^ the Bterature involve the rea^iition 
of so me form of corporate comn^nte w^ivity since tire cnrer^siKe (£ tire ^ 
some 5,(K)0 years ago; tire use of the cxnporate form Ires not Mmm m 
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commercial activity, indeed, churches, armies, governments, educational and 
eleemosynary institutions have existed for centuries, sharing the characteristics 
outlined by Davis. A wide variety of functions as well as variations within the 
form is evident in Davis* exposition. Further, the use of the corporate form 
by governments for cx>mmercial purpose and in order to secure poUtlc^ 
advantage seems to be an accepted dimension in history (Fisher, 1954; Gardner, 
1971; Hunt, 1987; Polanyi, 1957). Finally, commerce was not restricted to the 
corporation as individuals, partners, and families engaged in trade. 

Several explanatory criteria are readily discernible. The first is the pursuit 
of private inter^t, whether for its own sake or on behalf of the state and public 
welfare. The development of the state, its capacities and limitations, often 
explain the extent of the development of th^e various corporate forms. The 
nature of the activities and goals to be achieved and the technological capability 
to achieve them were always caiiciaL With the joint-stock companies in 
England, and to some extent in the merchant enterprises in Venice, the need 
for investment in building vessels and ^tablishing the (commercial apparatus 
denmndol a hi gh degree of participation and coordination. These are 
environmental conditions that made the corporate action possible and explain 
its limitations and potentialiti^. 

What has been in^capable is the action of the state in the creation and 
employment of the corporation for its particular goals. But if the state is 
removed from its central role in the life of commercial corporations, the 
qu^tion onc^ again becomes: why incorporate? This is the most crucial of 
qu^ons for the debate has raged on the state’s role m the chartering, 
regulation, and creation of corporations of all types. 


BUSINESS CORPORATION IN AMERICA 


The business corporation m America mherited the form of corporate 
structure from the a>lonial companies and the legal concepts that accompanied 
it. The busings corporation m America began as a politick expression 
performing a public function. The colonies transplanted a mercantilist 
Eurof^an society. The tenets of mercantilism involved the integration of the 
social order with the nation state. The advancement of the state was intended 
to contribute to the weHaie of its people, and that political objective affected 
the character of the state’s instrumentalities (Chamberlain, 1982). 

Yet an inter^ting transformation occurred between the 17th and 19th 
centuries. By the 194Ch, the busings corporation was no longer thought of 
as an instrumentality of the state. Rath^, it was being defined by these three 
attribute: tte idea of fictitious personality; limited liability; and freedom from 
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state interference (Handlin & Handlin, 1945). It was assumed that this had 
always been the case. Handlin and Handlin review^ the history of the origins 
of business corporations in America to determine if, indeed, these three 
attributes had always defined the corporation in America. 

Two often implied, uncritical assumptions are present in this history. The 
first accepts that it is to the economic advantage of individuals to incorporate. 
The second has been that the quality of “fictive personality” im enabled the 
<x»rporation to operate as an individual person exerdsing individiM ri^ts, yet 
granting to the incorporators a special dispensation called limited liability. Both 
assumptions deserve some attention. 

The notion of “fictive personality” as a legal construct was inherited from 
English jurisprudence. It granted the aggregate of individuals a rorporate entity 
under the aspect of “personality” or “personhood.” Davis argued that 
corporations as entities have been parts of legal systems dating back to Rome. 
Yet, the bestowal of artificial personhood never clearly emer^d until 16th- 

century English jurisprudence (Daifs, 1905b, pp. 211-247). 

The principal significant quality derived from fictive personality is the ability 
to take in succession, or perpetuity. Importantly, as so construed, a 
corporation’s dealings with society at large, espedally the state, could be more 
readily handled. Blackstone’s Commentaries of 1765 are an important source 
for <?rhf»lar ship regarding the solidification of the concept in law. Davis, 
extrapolating from Blackstone and also from the writings of Sir Edward Cook, 
saw fbaf even though the corporation could be established as a fictive person, 
it was still up to the state to grant the corporate identity. Thus, the gcm^ 
purpose for creating them was to “subserve the ‘advantage oHlie public’ ^ 
in ‘the advancement of reli^on, of teaming, of co^^.*” The spedfic 
purpose was stipulated in the body of rights and obligations coffered to the 
corporation by law in its charter (Davis, 1905b, p. 211). Severf scho^ 
support this contention (Berte, 1959; Berte & Means, 1932; Bjork, 1969, 

Handlin & Handlin, 1945; Kroossft Gilbert, 1972). . . - 

When the corporation emerged in English history, it was primarily a form 
of social organization. (Maine’s classic distinction of corporation sole and 
corporation aggregate reflected the prraence and history of the corporate form 
of social organization and attempted to describe and understand it) It was 
not primarily or necessarily an organizational form of commerdal activity. 
When the form was used to initiate and advance commerdal progreM, me 
concepts were already present to the legal repertoire. Thus, Davis can bokUy 
^ati» that the purpose in raeating them was to “subserve “the advantage to e 

pubiic.”’ « , 

When the notion of fictive personality became more broadly accepted airf 
recognized, the general purpose for erecting corporations did not chmge. Davis 
suggested that developments of the 19th century were responsible for ch^ 
in corporate stracture and identity. Underlying the assumption is his clearly 
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stated premise that it was 18th- and 19th-centiiry liberalism with its emphasis 
on individual rights that gradually transformed the form as well as the function 
of the commercial corporation. 

Yet, it would seem to be of major consequence to underscore what the 
corporation originally was in order to come to terms with the changes it has 
undergone. Berle and Means (1932) argued in a vein similar to that of Davis 
and the Handlins. The corporation in America evolved over time, inheritwi 
from English law as it stood at the end of the 18th century. “At that time a 
corporation was considered a franchise’ (Norman-French ‘privilege’): i.e., the 
very existence of the corporation was conditioned upon a grant from the state” 
(Berle & Means, p. 120). But that privilege which originally accrued to the 
public advantage has been tranrformed to an advantage of the corporate entity 
itself, namely that of the limitoi liability of stockholders (Berle & Means, 1932, 

p. 120). 

How to account for the change and what it ultimately has meant for 
corporations and society alike is an essential imdertaking. Handlin and Handlin 
(1945, p. 3) have shown that while partnerships and unincorporated joint-stock 
companies operated in England during the eighteenth century and well into 
the nineteenth, “the corporation was used extensively only in the organization 
of canal a>mpani€s.” The legal concepts of trusts and partnerships were used 
in most other commercial activity. But the full growth of business corporations 
CMXurred only after limited liability was granted after 1862 and the passage 
of the Consolidated Statute. By 1862, America had enjoyed nearly one hundred 
years of independence and the great corporate revolution was already 
underway, spurr^ by sociopolitical forces. 

America inherited much of the British legal repertoire. By 1800, the 
corporation was used in Americ^a m ainly for imdertakings involving a direc:t 
public interest. By 1800 there were between 320 and 335 profit-seeking 
a)iporations (Berle & Means, 1932, p. 11; Krooss & Gilbert, 1972, p. 88). Most 
of them (two-thirds) were involved in the construcjtion of turnpikes, bridge, 
and canals. The r^t were dividwi among companies that provided water and 
fire proto^on, banks, and insuranc^e companies. Only six incorporated 
companies were in the manufacturing field. The banks and insuranc^e 
cx)mpames were perc^eived as nec^^ary institutions to ensure the sucxess of 
agriculture. Each of these cximpanies ro^eived its charter from an act of the 
state legislature, in which the relationship and r^ponsibiHties between the 
incorporators and the purpo^ of the incorporation, responsibilities to the 
stockholders, and the relationship to the state were specified and stipulated. 
The state legitimize and sanctione corporations and corporate activity in 
this thr^ fold negotiation. 

But, these incorporators did not enjoy limited liability. On the contrary, they 
were liable to their creditors and could only renew the financial resources of 
the corporation by appealing to the stockholders. Therefore, they entered fields 
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of endeavor with low or little risk of failure. The fact that most of the 
corporations contracted to public works activiti^ attets to the maEty of 
safeness of the investment and security of return to shareholders (Handlin & 
HandUn, 1945, pp. 8-16). 

Fraser (1983) has argued that to sugg^t that the corporation was thus an 
economic agent of the state, as the Handlins imply and as Jam^ Willard Hurst 
(1970) maintained, would fall short of total appredation of what they were 
about. In the young republic there were influential i^ople who viewed 
corporations as a body poUtic, an association of individuals imbued with the 
civic ethos appropriate to the genuine republican community (Fra^r, 1983, 
p. 6). It existed within the community and espoused communitarian ideals. 
The notion of franchise, or chartering, challenge any asumption of the 
freedom from government interference. Indeed, the Handlins conclude in a 
strong statement: 

At its origin in tl^ COTpcwnticMi wm amess^ m an ei tte 

goveniment, aadowed with puhlk attribirt^ esdiMve md. imAmI fcwa-, *1 

designed to serve a social function for the state.” (Handlin & H ain i Ha, 1945, p. 


Between 1897 and 1818, MassachBsrtts incorporated m mmiy as 
manufacturing and textile companies throng acts of the te^^ature. Bnt, in 
1811, New York made it pr^bk to incorporate wthoiit spedal ^sknw 
action by passing general incorporation laws. (Mter states fdlo^d. 

24 of the 37 states had passed amilar li^islatiDn (Krooss & Gilb®t 102,160). 

The legal structure that permitted the use (rf the corporate facm was 
changing rcflective in itself of broader social and pi^M dan^ m tte 
country. The key feature of the diange was the notion Snnted lability. It 
meant that the state was willing to raiforce voluntary contractual j^imnoils 
of individuals without inquiring into thrir equity. c*MK*i>t only can* to 
the fore in the middk of tlte 19th century, as chartere were granted for r^ 

enterprises requiring large amounts (rfcapitaLThisisaI«yex^mato^Mte 
in the development of the modem enterprise. Large amounts rfe ^beoffl* 

necessary as the midcrtakings becan* larger and the financial ^ 

Tim, t!»-Ib^ rirf>ilily for the «ocl±oldm of Ihe jom 

■nadeix«sihtelheri«ofthemodemoboaMli«v.tten^ l»». 

p, 112). Several k^ leg^ aM 'cultural devdopnmte tte 

for the development of the legal concept of limited lial^ty. 

Cultural Values: Controvert <rfNatural Arklociacy and 
In the sodopoltical context of the young nation, 

J^eraonian itonocrate and the Federalist party (m the ^ ^ 

if were ettpressed in the use of incorporation. According to 
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Fraser (1983), the device of incorporation was a suitable instrument available 
to the Federalists to press their case forward, the case of the necessity of a 
ruling, natural aristocracy. 

Even after the revolution, possession of property was closely linked to dvil 
status. Property or freehold status were seen as qualifications for suffrage. 
Although the Americans had rej^ed the idea of hereditary aristocracy, the 
notion of a natural aristocracy was central to the thinking and action of the 
Federalist party and its rejection of the homogenizing influences of Jeffersonian 
democracy. Fraser argued that the Federalists did not objec^t to granting 
go¥enmiental powers to the states; they objected to the kind of men who would 
run those governments. Their policy, as espoused in the Federalist Papers, was 
that more general qualifications in talents and civic achievement would stand 
out in favorable recommendation of men to national office. They feared that 
local elo^tions would not bring the best men forward and hoped that the new 
constitution would ensure that the best, the natural aristocracy of the country, 
would come forward to govern (Hamilton, 1961; Wood, 1972). Universal 
suffrage was not so easily acx^pted by the founding fathers (Bellah, 1985, pp. 
253-25^. 

Arg uin g that tl^ de\4(^ of incorporation was employed as a means of 
advancing the Federalist cause, Fraser (1983, p. 10) contended that: 

Tlffi wid^pr^ of the corporate form by the commerdai and professional g^try of 
the early republic rcpiesented a m^ns of rea^ating the civil status of fte *natural 
anstocracj-’that was no effective and much more dir^ than the new Federalist party 
and fe pr^ which vwc amilariy dq^loyed again^ the levelling influmces 

of Jrfttsonian <taiioa«y. 

The corporation, according to the Republican ideal, was vested with public 
inter^t, it was not conceive as an instrument of alienation and class struggle 
in any Marxian sense. Rather, it was the public interest, as upheld by the elite, 
the self-proclaimed natural aristcxrracy, the citizen body; it was an elitism 
fashioned after the ideal of Aristotelian republicanism. 

Aristotle, and Plato l^fore him, believed that the state should be run by 
those who had the natural capadty for it. The political equality of all free men 
dc^ not mean that talents and skills are equally shared. For Plato, those who 
were endows with skill and talent to rule should do so, and all others should 
CKXupy themselves with farming, manufacturing, and other activities. Aristotle 
taught that laborers were not capable of leading the good life and should be 
excluded from the citizen body. ESfferent men have different skills. Different 
jobs require different skills. Each man should devote himself to work according 
to his skill. Plato’s division of the state into rulers, warriors, and workers is 
based on these ideas. Aristotle’s concept of natural slaves, men who are fitted 
by nature for manual labor and taking orders, and of the citizen elite, those 
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who are capable of ruling and making decisions, is also based on the same 
notion of inegalitarianism (Aristotle’s Politics III, pp. 1277-1280, Held, 1987, 
pp. 13-34; Plato’s Republic V, pp. 469-472). 

These were the ideas that underlay the Federalists concept of a natural 
aristocracy—the elite, the citizen body, invested with civic ethos. If indeed, as 
Fraser argued, incorporation became a device to enhance the eUtist position 
of the Federalists, the basic argument of the Handlins is taken to a new 
dimension. The corporation was not merely a“public service” agent of the state. 
Rather, the corporation was a body politic, as the law granted to pnvate 
property a civil status. “Any enterprise endowed with a charter was lifted above 
the crass pursuit of a merely private interest by the common law conception 
of the corporation as an association of persons vested by policy of the law 
with certain powers deemed necessary to the successful promotion of some 
design of general utility and public benefit” (Fraser, 1983, p. 10). 

The deUneation of the pubUc interest at stake increasingly became the 
domain of the corporations themselves.^ But, for that to be fully recognized, 
several events occurred which had repercussions in the conceptual and legal 
development of corporations. 

First, whereas the Federalists perceived a commitment to save the new 
republic by a government of the many by the enlightened few, and supported 
incorporation as necessary for the survival and growth of the country, the 
Jeffersonian Democrats were suspidous of commercial corporate charters as 
a monopolistic privilege for the few who would increase then wealth at the 
expense of the people. At the time it was individual investors, not banks, that 
supplied the financing for most commercial venture. ^ 

This controversy came to the forefront in the hotly debated chartering of 
the First Bank of the United States by Congress. It had been left to the states 
to charter corporations. But the Federalists pushed for and won m Congrres 
the federal chartering of a national bank. For Jefferson, this amounted to m 
offidal sanction of monopoly. Hamilton, on the other hand, believed^ the 
national bank was necessary for the solvency of the currency. But, me bank 
was also a means of binding the interests of the Federalist Party to the mture 
of the country. When Jefferson became President, he simply let the cl^r 
of the bank expire without renewing it Another attempt was made at 
establishing a national bank during the Presidency of Andrew Jacfcon 
Jackson would have nothing to do with it, believmg it to be uncon^tional 
and against the true spirit of democracgr (Bjork, 1969, p. 108). Th^ two 
opposing values endured in the American tradition: an appreciation for the 
civic-mindedness of business leaders and a suspicion of those who would 
advance their own wealth at the expense of the public. 

This latter cultural “value,” a suspicion of the power^ c^ not be 
understated. It is an expression of the American ideology itself which espouses 
individualism, antistatism, decentralism, freedom, and meritocracy. 
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MonopoEes are not to be tolerated. Lispet (1990) argued that these are the 
values that have shaped the growth of organizations and the very society of 
the United States. They are values that have been fixed in the legal system 
that not only purports to protect individual rights, but also has established 
checks on the use of power, including the power of government. It is a dynamic 
system, not a static code, that responds to current interpretations of the values 
inherent in society. That these values became reflected in law provides a key 
selective resource and explanation for the specific evolutionary course of the 
business corporation. 

Law and the Gradual Advance of the Freedom of the Board of Trustee 

Other key developments in the history of the corporation involve decisions 
handed down by the courts, the first of these by the Supreme Judicial Court 
in Massachusetts. In 1807, the Mis v, Marshall decision established the 
distinction betw^n public and private corporations. Public corporations were 
those that function^ toward the public good; private corporations functioned 
for the benefit of the owners (Fraser, 1983, p. 12). It was an important step. 
Corporations could now act as free associations of individuals, rather than as 
arms of the state. The full extent of that d^ision was not wholly felt for some 
time. 

The s^ond donsion was more monumental and came before the United 
Stat^ Supreme Court in 1814. The legislature of the State of New Hampshire 
had attempted to alter the charter of Dartmouth College without the consent 
of the trustees. The Supreme Court of the State of New Hampshire had ruled 
that any alteration was justifiable since, by virtue of incorporation, the college 
served a pubHc purpose. The United States Supreme Court, however, found 
that the distinction between private and public corporations did not rest on 
the pursuit of profit or the general purpose of each corporation, but rather, 
on the inter<^ts at stake in each. The charter did not give the college a 
monopolistic privilege on ^ucation in the state. It gave the college the right 
to exist as an educational institution and to negotiate with its students as it 
saw fit (Bjork, 1%9, p. 110), 

4xa|wraiicMB inciocW only tiio®e cmporatioiis Toimdied by the goxcraiiient for 
public pnipcKKJS, wbere tlie whole mtenests Ixlong also to tl^ government.’ If, on the other 
hand, ‘the fonmiation private, though under the charter of the government, the 
corporation is private, however extensive the usk may 1^ to which it is devoted, either 
by the bounty of the founder or the nature and objects of the institution’ (Fraser, 1983, 
p. 12; Trustees of Ekstmomh CoBegev. Woodard, 1819, pp. 663-672). 

The right of the board of trusts to decide freely on any course of action 
was determined in this crucial decision. 
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Fraser’s interpretation of the decision, however, maintained that Federalist 
tendencies inhere in the notion of granting to the governing board authority 
independent of the legislature. That is, the internal governing board is 
constituted as a public sphere within the corporation and is endowed with the 
civic ethos necessary for the performance of public good. Theoretically, this 
asgrimf/l a natural aristocracy or civic elite within the corporation who would' 
ensure the survival of the corporation and seifeguard the primary purpose, 
namely, to seek the good of the people. Indeed, Fraser maintained that Chief 
Justice Homblower of New Jersey, in a subsequent decision in another case, 
likened the shareholders of a corporation to the voting public in our republican 
polity. The equal rights of all the shareholders are to be respected and the right 
to vote upheld. But governance is the hand of the elected few. “The survival 
of the corporate public sphere was possible therefore only so long as it retained 
the form of an Aristotelian polity, that is to say, ‘an assodation of persons 
formed with a view to some good purpose’” (Fraser, 1983, p. 13). 

The third case of special significance also came before the United States 
Supreme Court in 1839. In the Charles River Bridge v. Wcaren Bridge case 
the court ruled that the charter of the Charles River Bridge Company could 
not be considered a permanent monopoly in providing crossing over the 
Charles River. The company had argued that it had exclusive priAnle^ to that 
effect by virtue of its charter. The court decided that it was not in the public 
interest to grant a permanent monopoly to a private group, even thou^ the 
company performed a valuable public ftmction (Bjork, 1969, p. 111). 

These cases point to cultural values and changing legal viewpoints regarding 
the corporation. Monopolies would not be tolerated. Government had the ri^t 
and obligation to oversM corporations “in the public interrat. On the other 
hanri the right of the directors to dedde for the corporate entity, independent 
of the state, was established. Government and private corporations had thrir 
own authoritative domains. The notion of limited liability of the shareholders 
gained a foothold. And it was this notion of limited liability which came to 
be the most central definitional characteristic of the corporation in America. 
Limited liability led to the dispersion of ownership of corporations and Ae 
eventual concentration of wealth and power in the huge commeraal 
enterprises. Limited liability made possible the corporate revolution in Amenca 
which really only began in the second half of the 19th century (Berle & Means, 

1932, pp. XXV-XXX).' . 

The notion of chartering remains part of the legal structure, even thou^ qmte 
unlike its earlier applications. The issue which underlies the question of chartering 
is really the idea of the social legitimacy of the corpor^on. Hurst (1970) argued 
that in the first century of this coimtry, the corporation was conceived of as a 
“utility.” As such, it was chartered to rerve the publk good Iixked, sc^ 
industries are still considered utilities because of the basic services they prom^ 
society. However, as the social and legal norms changed and the notion of limited 
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liability facilitatol the growth of corporations, the expression of the neal for 
le^timacy correspondingly changed. That is, our traditions demand that ail forms 
of power be legitimated by criteria of utility or of responsibility. The regulation 
of corporations, once the utility inherent in chartering changed, became a right 
of government. The relation between the corporation and the state and the 
concern for the public good has been a constant dimension of the sociocultural 
system (Hurst, 1970, pp. 59-111). Indeed, since the corporation is part of culture 
as well as part of the market, the notion that government and society have no 
role regarding commerce is, at best, dubious. 

A Preliminary Sununary 

AU too often, business corporations are perceived as instruments of the 
market and not as part of culture. Indeed, they are forms of social organization 
that have b^n shaped as much by cultural values and legal codes as by the 
availability of raw materials, technology, and other resources. 

The action of the state has been and continues to be a selective criterion 
for the growth of corporations, even within the American system that defends 
corporate action in the language of individual rights. It is the American defense 
of individualism that made possible, at least in part, the great corporate 
revolution in America and differentiates it from the development of 
corpomtions in other countri^. As the freedom of boards of directors of private 
corporations became established, two distinct domains of authority were 
recognizer the state’s and the corporation’s. Eventually, a system of checks 
and balances emerged in the American political system. 

Two ^ential selective m^hanisms are explicate here. The first is the action 
of the state, its capabilities and limitations as well as its claim of authority 
over social institutions. The state legitimizes institutions, even as it permits them 
to funeon. The second factor is the nature of cultural values that are expressive 
of the American ideology. A suspicion of the powerful (including government), 
individualism, antistatism, dec^ntralism, freedom, and meritocracy are 
definitional American valu^. 

This paper contends that these values have played an essential role in the 
w^ay the corporate revolution in America advanced. Great Britain favors 
family-owned and operated corporations and the monopolies that sometimes 
accompany economic expansion. German law protects cartels for the good of 
the countiy. American law protects individual companies from the monopoly 
of cartels and encourages competition for the good of the country. 

Cultural values and the ever-changing political system enabled the advance 
of the corporate revolution, but they were not the only factors. Once the notion 
of the limited liability of shareholders became accepted, the nature of the free 
enterprise system changed dramatically. Many factors and forces converged 
rapidly to fuel that change. 
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BERLE AND MEANS: SEPARATION 
OF OWNERSHIP FROM CONTROL 

K the recognition of the independence of the board of trustees, whatever the 
political motive, and the acceptance of the notion of limited liability became 
part of the legal structure such that these two characteristics came to define 
the corporation, at least legally, then it remains to be shown that &e prospect 
of limited liability was in itself a sufficient motive for individuals to incorporate, 
but this statement is poorly posed. For, the emergent acceptance of the private 
character of corporations and limited liability were reflective of deeper 
sociopolitical processes. Indeed, as Berle and Means surest, these attributes 
changed the nature of the free enterprise system. 

The celebrated thesis of Berle and Means (1932) maintained that the 
corporate revolution in America separated ownership from control over the 
means of production. That development can only be understood in terms of 
five driving forces which shaped it, namely, an unprecedented increase in 
productivity, the massive collectivization of property devoted to production 
coupled with the decline of individual decision making, massive dissociation 
of wealth from active management, growing pressure for a greater distribution 
of that wealth, and the assertion of individualism and the individual’s right 
to choose and consume (Berle & Means, 1932, p. XXV). 

The dispersion of ownership through shares of stock and the control of the 
enterprise passed into the hands of hired managers meant the turning of 
traditional economics on its head. Property and wealth became p^ive, 
expressed in terms of shares which have a market value. The owners abdicated 
individual initiative to the managers and directors, and thereby the profit 
motive came into question. The corporation now embodied varied md 
sometimes complex sets of relationships which management sought to satisfy 

(Berk & Means, 1932, pp. 304-309).'* .... • 

The theoretical-epistemological importance of this thesis is that it presented 
an evolutionary framework for understanding how the business corporation 
grew so rapidly to unprecedented levels of power and influence. Berle and 
Means described five driving forces that explained this rapid development. 
Some are internal to the organization of the corporate structiTO, such as the 
hiring of salaried managers. Others are external and societal in nature, such 
as the continued assertion of individualism and the individual’s right to choose 

and to consume.^ tt. i 

One of the implications of the thesis is the notion of causahty. The central 
piec^ of the theory is the separation of ownership from control through the 
issuance of stock. It then argues that the five forces sh^ the histoncal 
development as weD as the continued trajectory of the corporation. We argue, 
however, that the notion of limited liability of the shareholders gained legal 
ground due to the cultural values that shaped the law. Individualism and the 
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right of individuals were a given. The massive collectivization of wealth, the 
dispersion of ownership, and the pressure for a greater distribution of that 
wealth were consequent to the original, key, historical event of the recognition 
in law of limited liability. The consequence of the development of the 
corporation in America became, in time, the transfer of control to managers, 
dispersion of ownership, and the need to attend to myriad sets of relationships. 

We nevertheless agree that these forces are part of the selective system that 
served as positive feedback in generating the motors of the corporate 
revolution. Other factors that meet selection criteria still need to be explicated. 
One of them is the ne^ of internal stability. It is Coase’s explanation of the 
emergence of the firm that addi^^ tte question of why corporate activity 
happens in the market place. 

Coase And Williamson: Efficiency In Cost Reduction 

One succ^sful response to that question comes from microeconomics, which 
examine why the firm emerges from the free market system, but does not 
address legal and sociocultural issues. Nevertheless, Coase’s The Nature of the 
Firm (1937) is considered a classic statement that directly addresses the issue. 
This statement of microeconomic was later elaborated on by Williamson (1980, 
1981, 1986). Coase’s central question is precisely, why does the firm emerge? 

There are two basic assumptions made by neoclassical economists regarding 
the free market and resource allocation. These are that the price mechanism 
regulates resource allocation, and that this allocation depends on the private 
entrepreneur. Coase argued that the firm emerges because there is a cost to 
the pricx mechanism. The most relevant cost lies in discovering what the prices 
aie and being able to reduce them. 

Coase made the “transaction” the focus of analysis, not the social form. The 
firm’s ability to control internally the allocation of resources and the 
distribution of products was advantageous. The nature of the price mechanisms 
and the assumptions implicit to fr^ market theories are directly implicated 
as the transaction becomes the unit of analysis. Coase argued (1937, p. 388): 

Outside the firm, price movements direct production, which is coordinated through a series 
of exchange transactions on the market. Within a firm, these market transactions are 
eliminated and in place of the complicated market structure with exchange transactions 
is substituted the entrepreneur-co-ordinator, who directs production. It is clear that these 

are aitematiw iKsaiK rf co-o ntinarifig productioiL 

But, internal organization has its costs. Thus, balance is achieved and the 
firm expands to the point that the costs of organizing transactions within the 
firm become equal to the costs of carrying out the transactions on the open 
market. 
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Williamson (1986) has taken Coase’s argument further. Transaction cost 
approach means that the corporation is first and foremost an efficiency 
instrument. Transaction cost economics has come to terms with two important 
human behavioral assumptions, namely, bounded rationality and opportu¬ 
nism. Economic actors act rationally toward fulfillment of goals, an intended 
rationality, but human experience is limited in formulating and solving 
complex problems, receiving and processing information, transmitting 
information, and so forth. Rational decision m aking is thus bounded by th^ 
common sense, experiential limitations. Opportunism merely extends the usual 
assumption of self-interest in entrepreneurial activity. The simultaneous 
presence of bounded rationality and opportunism have affected the nature of 
contracting. Taking these two behavioral assumptions into account, 
Williamson (1981, p. 1546) suggested that the real functioning of economic 
organization is to “assess alternative governance structures in terms of their 
capacities to economize on bounded rationality while simultaneously 
safeguarding transactions against opportunism.” 

According to transac^on cost analysis one of the explanations for the 
emergence of the firm, one answer to the question “why incorporate?” is 
generated from the context of the free market economy which at oncx shapes 
and is changed by the firm. The firm emerges because it is economically efficient 
and advantageous to do so. Transaction and contractual costs are more 
effectively handled within the firm than between the firm and outside providers. 

Williamson (1981) noted that, ceteris paribus, the great corporate revolution 
in America did not begin until the mid-19th century, when the enabling 
conditions were in place. That is, not only was the legal system in piac^ to 
permit the growth of “private” corporations, but demo^aphics were changiiig 
so as to favor the integration of busings enterprises into corporate endeavom. 
The country began to change from an agrarian one, in which agriculture 
predominated, to one with a growing urban population and a growing domestic 
market (Williamson, 1981, pp. 1564-1565). 

Three fundamental propositions 

By way of summation of the fundamental propositions presented thus far 
highlighting the principle factors of evolutionary logics, three separate areas 
of inquiry have contributed to the understanding of the corporation. First, we 
propose that the corporate form of assodational activity has b^n part of the 
history and evolution of the West, its society, economics, and politic^. The form 
and func^tion at any given time was determined by the constraints impost on 
it by the political system and the resource available in each enviroMent: 
financial resource, transportation technology, and the composition of 
markets. Davis has established a variety of enabling functions and v^tions 
within the form of organization from the Middle Ag^. Hunt described the 
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Roman, Venetian, and British uses of corporate arrangements. Possibly the 
most significant of these for the development of the business corporation in 
America were the chartered and joint-stock companies of 16th-to 19th-century 
England. In effect, these forms laid the behavioral basis out of which grew 
the modem corporation. 

Two selective mechanisms throughout this history have been the extent of 
the development of the state, its limitations and capabilities, and the pressures 
for the results of increasoi investment to meet the demands of more ambitious 
enterprises. The state stimulated and developed investors in the joint-stock 
companies, b^ause the nature of the enterprises to be undertaken caEed for 
greater commitments of finances and other r^ources than had hitherto b^n 
the case. As the size of endeavors increased, the need for coordination became 
a critical internal selector in the dir^tion of the modem corporation. 

Second, we propose that the legal stmcture with its accompanying set of 
cultural values contributed to the development of the business corporation. 
In America, as in England during the 18th and 19th centuries, business 
corporations were chartered by legislative act in order to tie the functions of 
the group to the state and the perceived good of the public. Commerce was 
not the sole expression of the corporate form, nor was commercial activity 
the exclusive domain of corporations. Individual enterprise and partnerships 
dominated in America until well into the 19th century. But changes in the legal 
structure which permitted the “private” corporation to be distinguished from 
the “public” corporation and which granted limited liability to stockholders 
provided the enabling conditions for the rapid evolution of the modem business 
corporation. 

Adding to th^ conditions, the cultural values that defended individual 
rights and protected the economy against monopolistic enterprise acx^ompanied 
the correlated modifications in the legal system. Pressuring the sp^nfic 
r^ponse, demographic expansion and the availability of financing enhance 
the survival capacity of companies, so that cultural norms and values, the legal 
stmcture, the financial sector, and demographics were factors that selected for 
a specific direction of change as the corporation adapted and evolved to exploit 
the^rKoun^. 

Third, we propose that, given those resources in a free market system, the 
firm adapted quickly to become a more efficient instrument and safe 
investment that returned profit to investors. In effect, the firm’s absorption 
of these market d 5 mamic^ created pressure that resulted in positive feedback 
mo^hanisms, relating internal stmcture and functions to external conditions. 
Microeconomics explains the appearance of the firm in terms of the economic 
advantage it offers against the within the free market. At a macrostmc^tural 
level, the firm has become an efficiency instrument for minimizing 
transaction costs and by so doing, has literally revolutionized the nature of 
fr^ market enterp'risc. 



TJie Evolution of the Business Corporation 


225 


In my opinion, this led to a dynamic of growth and expansion that Berle 
and Means, as stated earlier, posited as driving forces that accounted for 

the emergence of the firm. Infitnessterms, we perceive these forces as positive 

feedback by the firm in relation to the overall emerging economic, political, 
and social system. The feedback process established and then reinforced the 
specific evolutionary direction of America business enterpme. Operation¬ 
ally, this meant unprecedented increases in productivity, a massive 
collectivization under corporate management of property devoted to 
production, dissociation of wealth from active management, unquenchable 
democratic pressure for greater distribution of wealth, and the continued 
assertion of competition, individualism, and the individual’s right to choose 
and to consume. 

The latter half of the 19th century saw a great proliferation of new 
corporations that emerged rather suddenly and had great impart on society. 
AU of the aforementioned factors are elements that explain this new 
phenomenon. But the conditions of the 19th century add new features that 
need to be taken into account to fully explain the ^pearance and growth of 
corporate enterprise. 

THE CORPORATE REVOLUTION: 1850s TO 1900s 

One of the most preeminent scholars of business history who has documented 
the emergence and transformation of American corporations is Alfred D. 
Chandler, Jr. Chandler’s thesis has developed over the last thirty years, 
culminating in his major opus of 1990 (Chandler, 1990). For Chandler, the 
coming of big business in the West happened suddenly. Before the IBTOs, very 
few large industrial enterprises existed. Shortly after World War I, big businras 
had become the single most dominant nongovenunental institution. 

The big business enterprise developed in industri^ and sectors of industry 
where technological progress allowed for the provisioning of goods and servi^ 
in high volumes to large, ^ographically dispersed areas. Industry’s exp^on 
meant that salaried managers took over the economic functions that previously 
had been attributed to free market mechanisms. Managers came to control 
the flow and allocation of resources, scheduling, and supervision of operatmg 
units, and overall coordination. Thus, what Adam Smith Imd called the 
invisible hand of market regulation was substituted by the “visible hand of 
management” (Chandler, 1977). The modem business enterprise ^ered m the 
age of managerial capitalism, a modified and transfomed capitalism which 
challenged the assumptions of neoclassical economics and 19th century 

liberalism. . . . 

The two salient characteristics of the modem business enterprwe are supphed 
by these observations. First, the modem enterprise is a multiunit organization. 
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It contains many operating units, each with its own administrative apparatus, 
function, product or service, and even perhaps geographical area. Each could 
operate as a distinct, or independent, business unit, in contrast to the traditional 
firm, w^hich was a single-unit firm owned and operated by an individual or 
small group which operated out of the same office. Second, the modem 
business enterprise is supervised by a hierarchy of salaried managers who 
control the operating units and who represent a new kind of businessman. 

The number of operating units determines the size of the managerial staff. 
Once entrepreneurs established organizations of considerable size, they had 
to take advantage of the cost benefit of new technologies of production. In 
order to do this, succesrful entrepreneurs made a three-part investment: 
investment in production facilities large enough to take advantage of scale; 
investment in national and/or international networks of marketing and 
distribution; and investment in managerial staffs (Chandler, 1990, p. 8). 

But, Chandler goes further to argue that particular modem corporations 
have not survived over the long haul unless the addition of new units is cost 
effective, permitting management to reduce costs and to improve overall 
efficiency, including efficiency in the allocation of resources. The efficiency of 
internal operations is clearly a selection criterion. The modem busings 
enterprise is an efficient instrument, maximizing the benefits of control of the 
flow of goods and services. When the maximization of the flow of goods and 
services suffers through lack of internal control or throu^ inefficiency, the 
organization suffers. 

Chandler's Framework for Chan^, the Rise of the Corporation 

The proems by which business enterprises expanded occurred within a 
historical framework. It hapj^ned quickly. From the 1850s, when very few 
lar^, industrial enterprises existed, to 1900 when several large corporations 
rivaled government in scope of operations, business in America had been 
dramatically changed. Important sociocultural values, such as a particular 
brand of American individualism and a legal stmeture which had come to 
comprehend the coEective use of private property under the concept of Emited 
liability, had already l^ome part of the American environment. Preferring 
not to offer a causal explanation, but rather, presenting distinctive dimensions 
of an interpretative framework. Chandler (1959, pp. 1-4; 990, p. 89) suggested 
that five factors need to be considered in the transformation of American 
bimiim.^1 

Demographic changes involving the westward expansion of population and 
growth of the urban centers on the East Coast form the background of this 
framework. The coming of the railroads and the establishment of national rafl 
networks is the single most important factor in the analysis. The railroad 
networks contributed to the growth of the traditional urban centers such as 
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Philadelphia, New York, Cleveland, and Baltimore. As the railroads followed 
the population west, they helped create new urban centers, such as Kansas City, 
Dallas, Indianapolis, and even Chicago. This unusually rapid urbanization 
increased the demand for consumer products. The application of new source 
of power, particularly the internal combustion engine and electricity, and the 
systematic application of science and technolo^ to industrial processes 
contributed to the major restructuring of industry. 

We maintain that these forces are part of a selective system that wem 
exploited in the emergence and rapid proliferation of corporate enterprises. 
Chandler explained in some detail how these factors influenced the growth 
of business enterprises. Except for the railroads, most major industries in the 
1870s served an agrarian economy. The leading firms processoi agricultural 
products and provided goods to farmers. The firms tendol to be small and 
bought raw materials locally. Prior to the dominance of rail transportation 
(and the need of the steel industries to provide materials to the railroads), most 
sectors of the iron and nonferrous metals industry conc^ntra^ on providing 
metals and simple tools to merchants and farmers. Some production was 
intended for textile and other manufacturers. The enterprises tend^ to be small 
in size and structure, and locaUy operated. Then, the railroads ba:ame the 
major market for iron and metals and they, in turn, opened a national market 
which became increasingly urban. 

Managerial Hierarchies: The Impact of the Railroads 

The greater significance of the rail companies lies not only in the creation 
of the transportation infrastructure that dramatically reduced travel and 
transport time and costs, but also in the fact that the railroads became the 
first great managerial enterprise, the first modem industrial enterprise 
(Chandler, 197).^ The expense involved in the creation of rail companies 
required financing. The coordination of scheduling, pricing, meeting arrival 
dates, accounting, and the details of transporting passengers required two and 
three levels of middle management. 

What Chandler calls managerial hierarchies, one of the hallmarks of modem 
corporations, first appeared when the railroads began to operate more miles 
of track than could be operated by a single manager. The operating umt of 
the railroads was a geographic umt that controlled between 50 and 1(K) mii^ 
of track. These geographic units were divided into functional office, each office 
being responsible for a single function, such as maintenance of track, movement 
of trains and scheduling, passenger traffic, freight, and even constmction. With 
expansion and once two or more such geographic units had been established 
and operational, the role of managerial coordination became more cmdal. 
With continued growth, the work of the online managers began to he 
monitored by centralized offices. 
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The innovation in rail management became the line and staff organization. 
Online supervisors took charge of the daily, functional operations of thek units 
of responsibility. They, in turn, were monitored and supervised by higher-level 
managers in the central offices, and it was in the central offices that policy 
and decisions were debated and established. 

For the most part, the railroads were originally smaller, local companies. 
Transporting across company lines demanded a high level of cooperation and 
coordination between firms. Well into the 1880s, rail companies competed 
heavily for traffic, but yet had managed to cooperate sufficiently in order to 
assure the efficient transport of freight over two or more companies lines. 
Standardization of gauge, of some basic equipment such as signals, and 
accounting procedures that allowed for intercompany billing were all 
consequences of new forms of organizational innovation. 

Coof^ralion in the movement of freight and passengers across company lin^ 
did not lead to universal cooperation in reducing competitive cost cutting, 
althou^ sgnificant attempts are made to reduce costs and share profits. In the 
i870s, railroads formed federations which function^ like cartels. They attemptal 
to a&ocate traffic and pool profits, which were distributed on a ratio basis. But, 
f^ of monopolistic arran^ments on the part of the public and cheating on the 
agreements by rail executhes saw to the short-lived existence of the federations.^ 

The next step in the transition of the railroads came with the backing of 
the financiers. In order to secure a continuous flow of traffic at reduced rates, 
a movement of consolidation through the buyout or construction of new lines 
was undertaken in the 1870s and 1880s. By the early 1890s 30 large self- 
sustaining systems had been built that owned and operated two-thirds of the 
rail mileage in the United States (1977, Table 3). The financing of these efforts 
came from Eastern banks and European investors. Financing had been 
removal from local individual investors who were also repla<^d on the boards 
of the new corporations. 

The railroad companies thus became the first modem corporate enterprise, 
evolving in a very short tune. They had all the elements of the modem corporate 
structure. The sheer size of these systems required several layers of 
management Several online divisions, each with its own function and 
supervisor, were grouped together in geographical units. A general manager 
held responsibility for e^h of these units, and each manager, in turn, reported 
to the central office, where vice-presidents had oversight responsibility for the 
functional units. Top-level management decided on company strategy and 
goals and the allocation of resources to achieve the goals. Because the railroads 
relied on unparalleled amounts of investment from outside sources of 
finances—a new feature of commercial enterprise—representatives of the 
lending institutions frequently sat on the boards. 

With the coming of the railroads and the advent of new communication 
networks with the telegraph, the way was set for the expansion of business 
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enterprise. As corporations grew and expanded, the organizational structure 
changed. The multidivisional firm came to prominence as corporatioM 
exploited external resources and internal enabling factors that shaped their 
growth and evolution.® 

CONCLUSIONS 

This paper has presented a perspective on the evolution of the corporation 
that follows the model of natural selection. Unilinear models, such as the one 
presented by Hunt (1987), are erroneous. The natural selection model calls 
attention to the events, processes, information, and environmental 
contingencies that influence and shape the existence and survivability of 
sociocultural organizations. There are three requirements in this model; 
variation, selection, and retention. These three requirements depend on the 
successful exploitation of resources available in the environment that make 
a “niche,” a “viable mode of living.” 

One selection criterion is a high rate of variation, either synchronically, 
across and/or across space. These types of variation have been presented. 

Some form of corporate activity is evident from the early empires to the joint- 
stock companies of Great Britain. Also, a great variety of functions as weU 
as forms of corporate structure have been presented. Even today, variation 
exists in corporate structure, as Williamson (1986) outlinwi. 

In America, the colonies’ first political systems developed according to the 
pattern of the colonial companies. Individual merchants and entrepreneurs 
prevailed in trade and commerce. The corporations that were formed during 
the 18th and 19th centuries were chartered by the states. They functioned for 
the public good. In general, they were small enterprises whose activities directly 
related to public welfare: building bridges, canals, turnpikes, and so forth. 

But the sodopolitical environment changed during the course of those years. 
Americans espoused the values of individualism and competition. Most 
important, a legal distinction between the private and public rorporarion 
developed. Further, the idea of the limited liability of incorporations gained 
a foothold in the legal structure. These developments were ei^ling factors 
that selected the sp«afic evolutionary development of corporations. 

Demographic factors also enabled the rapid development of corporations. 
During the 19th century, the westward migration of people and an expanding 
urban population created regional and local markets in which the need for 
consumer goods arose. Transportation and communications technologies, 
as well as an advanced financial sector, made possible the rapid emergence 
and development of commercial enterprises. The railroads were the first 
example of the new corporate enterprise and its multidivisional structure was 
quickly imitated. 
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Once this oa^urred^ internal growth and expansion became a means to 
enhance survival capability. Taking advantage of the cost benefit to expansion 
was critical. Investment in distribution and marketing, product diversification, 
and horizontal and vertical integration were feedback that intensified grovsth. 
In this dynamic, managers gained operational control of the larger enterprises. 
Big business survives because it is a more efficient instrument for the mininiizing 
of transaction costs as management coordinates the flow of goods and services. 
Internal coordination by salaried managers tends to the stability of an 
organization and is an internal selection criterion that has become repeated 
m all sucxessful firms. Yet, an overgrown bureaucracy c^an lead to disbalance 
and disrupt growth, becoming a “black hole” for resources and assets. 

That corporate organization has been retained in society can not be doubted. 
Corporations are one of the most dominant social institutions in America. They 
have become institutionalized ways of doing business. In sociocultural 
evolution, institutionalization is a primary retention mechanism. 

My underlying thesis is that the business corporation is a part of culture, 
not just an instrument of the market. As such, cultural, political, and social 
proc^ses, as weU as market dynamics, shaped the specific evolutionary 
direction of corporations. 

There are various dimensions in the sociocultural and political forces. First, 
the modem corporation, just as earlier forms of corporate organization, is made 
possible and legitimized by the state. The act of chartering in previous centuries 
guaranteed the legitimacy of the corporation. The contemporary state still 
claio3s its right to legitimize corporations and does so through its regulatory 
apparatus. There is still an explicit recognition that the functions of the 
corporation, voluntarily accepted, are ratified by the state. 

Second, the evolution of the corporation has been most definitely influenced 
by cultural valu^. Individualism, competition, antistatism, and decentralism 
were all factors in the evolutionary direction of corporations in America—and 
they continue to 1^. The legal notion of “fictive personality” meant that the 
righfe of the corporate entity could be defended and protected as the rights 
of any other individual in our society. 

On the other hand, the regulation of corporations, once the utility inherent 
in chartering changed, beoune a right of government. Government and private 
corporations had their own authoritative domains. The relation between the 
corporation and the state and the concern for the public good has been a 
constant dimension of the American sociocultural and political system. 

These assertions are extremely significant for research into the nature of 
corporate social r^ponsibility and performance. The role and influence of 
values in shaping corporate structure and policy and the relationship of 
separate domains of authority are key integrative factors. 
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An Evolutionary S 5 uithesis 

The recognition of separate domains of authority is the point of departure 
for my evolutionary synthesis. Separate spheres of influence exist 
independently but all form part of larger social and political contexts. They 
are not, in and of themselves, the begmning or the end of social life. Rather, 
the gradual recognition of separate power centers in the business-society 
relationship was but one aspect of the unfolding expression of the same process 
in society at large. It is a part of the ever-emerging dynamic of American dvil 
society. 

The notion of dvil sodety has been used to describe the fabric of American 
life. Tocqueville (1968) admired the extent to which Ameriam sodety was 
predicated on the respect for both institutional Ufe, communitarian ethics, and 
defense of the rights of individuals. The Marxist writer Gramsd (1971) so 
admired American dvil society that he thought it should be imitated by other 
nations in order to respond to the sodal ills and injustices that industrialization 
was seen to have created. 

The concept of dvil sodety is a critical one for corporate activity and for 
understanding the trajectory of corporate evolution because it assumes some 
constant degree of freedom of the nongovernmental parts and sectors of sodety 
from government interference. Qearly, the notion of dvil sodety grew out of 
the tenets of modem liberalism. It stipulates that the autonomy of individuals 
and the autonomy of areas of sodal life needs to be respected, and this for 
the sake of representational form of government. An impersonal structure of 
government, the importance of constitutional law to protect rights and 
guarantee a diversity of power centers in sodety, the importance of promoting 
competition and public debate are key pillars of dvil sodety. One of the 
problems is whether the modem democratic state has been able to encoura^ 
the full partidpation of individuals and whether the state has been capable 
of creating an organizational force to adequately regulate all dvil power 
centers. 

What this means for business corporations is that the legitimacy of the whole 
political order, of which it is a part, is the result of the interdependencies 
between political, economic, and sodal institutions. Freedom of the parts 
implies interdependence, not total and complete independence. Freedom 
always implies responsibility. The legjtima^ of dvil soaety itself is the rrault 
of an ongoing process of negotiation and compromise, cnidal to the 
effectiveness of parliamentary democracy and freedom for all the parts of 
sodety. 

The tensions between the parts and the role of the state in teeating diverse 
power centers within sodety have been part of the theoretical discussion 
presented in this paper, and part of the debate on corporate social 
responsibility. At times, the state has come to the defense of dtizens against 
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the power of the corporations as in the eventual recognition of organized labor 
and the rather constant restraint of monopoly delineated in antitrust legislation. 

On the other hand, the state’s policy of defending the rights and the freedoms 
of business has been strongly felt in the course of history. The reluctance to 
grant the corporation a tax exemption for charitable contributions is an 
example of the state’s defense of the purely economic nature of corporate 
functions. Thus, the freedom of economic interests to do business as an 
independent sector of society, with ail of the baggage of rights implied by classic 
liberalism, has been an important premise in the debates on corporate 
responsibility, whether or not it is recognized by the participants in the debates. 

Tlie effects of that fr^om and the concomitant concentration of wealth 
in the great business corporations, how their power and influence impinge on 
the other sectors of society and their rights, and the transformation of values 
that has oonirred in American culture constitute another pillar of the dynamics 
of dvil s<Kiety. 

This k so because civil society is made possible because of communitarian 
ethics and humanistic values. It sees sodety as made up of independent sectors, 
private and pubEc, in which the intimate sector of family and community ties 
produce the bonds of soEdarity in sodal relations and provides the moral 
background, the value system, for the functioning of the whole. 

BeEah, Madsen, SuEivan, Swidler, and Tipton (1985) eloquently described 
this moral framework and explained how it has eroded during this century. 
Wolfe (1989), in a detaEed and sophisticated comparison of capitalist and 
sodaEst economic, argu^ that the moral basis of both has been transformed 
due to the diffusion of the predominant sodal ethic of each social system. Both 
authors argued that for the sake of the future of American life, a return to 
tte valuK of dvil sodety is urgent 

We argue that the evolutionary trajectory of the business corporation wEl 
depend on the interaction of institutions within our sodety and the diffusion 
of values across organizational lines. The problem in America, as described 
by the BeEah and WoEe books, is whether the ethic of the market, unrestrained 
setf-interest, has so thoroughly penetrated aE forms of social life that setf- 
interest has replaced traditional ethics. We do not beEeve that the 
tramformation is complete, but do argue that negotiation between the 
economic and its ethics, and government and other power centers in sodety 
k ongoing. The negotiations wiE depend on the diffusion of the values. The 
integration of values wiE either be a function of the market, and its instrument 
par exceEence the corporation, or a function of the private and intimate 
actors. 

Therefore, we argue that there are three possible avenues of evolutionary 
development of the corporation with macrolevel impEcations. First, the values 
of the market wiE diffuse across organizational lines and penetrate most aspects 
of sodety. We wiE bo^ome a sodety in which market freedom is the moral 
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code for all social relations. Corporate leaders will engage society only if 
profitability is not negatively impacted. 

The second possible avenue of evolutionary development is that market 
forces in society will decline because a humanization of the market and of the 
corporation is underway. There have been tremendous pressures placed on 
corporations from a variety of sources, including government. Social 
responsibilities are determined by society, not by corporate bottom lin«. The 
task of corporations is to analyze society’s demands and respond. This puts 
the moral character of corporate action on center stage. The values of 
leadership are key to predicting the success of the h um a ni zation of the market 
and for deciding corporate social poliqf. 

The third possible avenue of evolutionary trajectory is that the separation 
of business and nonbusiness value orientation remains constant. Om 
sociopolitical system is a system of balances. The business-society relationship 
will retain that balance because it makes the whole system work. 

All three possible avenues of development take into account the macrosodal 
processes as enabling factors. Market dynamics are simply not enough to 
explain corporate robustness. One key to unlocking the door to the 
evolutionary path is an understanding of the unpact and mfluence of the values 
of corporate leaders themselves. Values are nothing more than permanent 
desires that have been formed by personal and social history. We have 
discovered a variety of motivational factors for executives’ decisions on behalf 
of the social good. It has also been clearly stated that CEOs want their 
authoritative domain to be respected. The degree of independence they want 
to achieve still remains to be seen. 

In conclusion, what is at stake in the business-society debate is the very 
foimdational advantage of American civil society. To understand it, all of the 
processes need to be explicated. Social and cultural forces are influential, as 
are mar ket principles and values. The American business corporation is part 
of culture. It always has been and will continue to be. 

NOTES 

l. In the 1870s and thereafter, diaitering became an important source of state revenues. State 
incorporation laws became more less restrictive as competition between states to attract 
corporations grew more intense. Examples are New Jets<^ and Delaware. Currently, Delaware 
dominates the incoipoiation market by tailoring laws to fit managements’ desitK. The return to 
the state comes in terms of franchise taxes and incorporation fees. It was not Delaware that imu^ 
am active solidtation of corporation charters, but New Jersey, whkdi fell into financial crisis m 

the period following 1875 (Grandy, 1989, pp. 677-692). 

2 Fraser dedicated many pages to discussing the established church in Massachusetts as an 
exmnple of a corporation whose clearly stated goal was the bettennent and enrichment of tire 

people. The early republican community perceived the necessity of inculcating the values and ide^ 
of rehgiott for the progress and welfare of sodety. But, the monopoly status of the Congreg^tionalist 
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churches was eventually challenged and it lost its quality of established church of the colony. 
Preachers were considered members of the that “natural aristocracy.** The corporate device was 
not exclusively commercial. 

3. This pr^entation has thus far skirted the underlying assumptions common to the discussion 
of economic development in America, namely a dialogue with Adam Smith and John Locke on 
the qi^tion of the rights of individuals, property, individualism, and “economic man.” 
Nevertheless, a comment is in order at this point. It is commonly understood that Adam Smith 
advocated a free enterpri^ syistem and that he advocated the pursuit of self-interest as a guarantor 
of the common interest, of the common good. But, Adam Smith envisioned the business enterprise 
as an effort of an individual or a partnership, not more than that. He used the concepts of private 
property, private enterprise, individual initiative, profit motive, and competition to argue that the 
self-inter^t of each individual, given free rdgn, would provide the optimum satisfaction of society’s 
wants. “Very emphatically be repudiated the stock corporation as a business mechanism, holding 
that dispersjwi ownership made rffrcient operation impossible” (Berle & Means, 0. 304). 

Bede and Means cite Smith; “The directors of such companies... being the managers rather 
of otlKT people’s money than of their own, it cannot well be expected that they should watch 
over it with the same anxious vigilance with which the partners in a private copartnery frequently 
watch over their own. Like the stewards of a rich man, they are apt to consider attention to small 
matters as not for their master’s honour, and very easily give themselves a dispensation from having 
it. Ne^^nce and profusion, therefore, must always prevail, more or less, in the management 
of the affsdrs of such a company. It is on this account that joint stock companies for foreign trade 
have seldom been able to maintain the competition against private adventurers. They have, 
accordingly, very seldom succeeded without an exclusive privilege, and frequently have not 
succeed^ with one. Without an exclusive privilege they have commonly mismanaged the trade. 
With an exclitsive privilege th^^ have both mismanaged and confined it.” (Berle & Means, p. 304; 

4. A further signifrcance of this analysis in the fact that it led to many studies which challenged 
the neociasaca! assumption of the profit maximization motive. Cyert and Hedrick (1972), Drucker 
(1972, 1989), Galbraith (1967), Simon and March (1958), and Williamson (1975, 1986). 

5. Berle and Means document the gradual shift in management and the five forms it assumed. 

First, owners completely controllKl their enterprises, then came majority control by owmers, then 
legal device—such as trusts—removing control one step further from owmership. Then came a 
minority control vested in boards of directors. Finally management was given actual, factual 
control erf tte operations (Berk & Mons, 1932,66 ff.) 

6. The^ five faaors first suggested in 1959 have been refined into three by the 1990 publication. 
The central thesis has remains! constant, the structure of business has evolved into a competitive 
managaial s^talmm wbkh it^f has trairforn«i die nMure of cmpita&m and chalei^ed 

amiraptions. 

7. In and tlnee Mid fo<ur, Qiandler outlines the 

organizational chan^ and history of the railroads in great detail. This section of this paper is 

takoi from that doa^tion. 

8. The Interstate Commerce Ct of 1887 made the cartels illegal. The agreements and policies 
reached by the federations were cx^nsidered monopolistic control of transportation and commerce. 
Cartels be<^n» llegal; the tm^ wrene soon to follow. 

9. Williamson (1986) also offered a six-way clarification scheme of corporate structures. The 
unitary form (U-form) is the traditional structure as discussed by Chandler. The holding company 
(H-form) is more of a legal devise than administrative structure. It is a divisionalized enterprise, 
such as United States Steel Corporation, in which internal control and coordination has not been 
the goal. The holding company is a corporation that holds stock in other incorporated enterprises. 
Divisions are subsidiaries of the parent company but operate independently of the other 
subsidiaries. The multidivisional form (M-form) is the structure that came to dominate enterprise 
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in America. Simply put, it separates operating from strategic decision-making functions and has 
fully developed and employed an internal managerial or control apparatus. Williamson offers two 
variants on the M-form, and adds a hybrid “X-Form” which means any combination of all the 
above, a combination which could occur because organizational structure is a consequence of 
both r^onal and chance processes. (1986, pp. 69-79). 
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